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TO THE SHAREHOLDERS

Power Corporation of Canada’s operating earnings for the six-month period ended June 39, 2006 were $593 million or $1.27 per
share, compared with $523 million or $1.14 per share in the corresponding period of 2005. This represents an 11.7% increase on
a per share basis.

Growth in the Corporation’s operating earnings reflects an increase in the contribution from Power Financial Corporation, It also
reflects an increase in income from investments, which includes $32 million of pre-tax gains in the second quarter contributed
by Sagard, the European private equity fund.

Other items not included in operating earnings were $2 million in the six-month period in 2006, compared with $3 million in
the corresponding period in 2005.

As a result, net earnings for the six months ended June 30, 2006 were $595 million or $1.27 per share, compared with $526 million
or $1.14 per share in 2005,

SECOND QUARTER RESULTS

For the quarter ended June 30, 2006, operating earnings of the Corporation were $339 million or $0.73 per share, compared with
$292 million or $0.64 per share in the second quarter in 2005. This represents an increase of 14.9% on a per share basis. The increase
reflects growth in the contribution from subsidiaries, as well as higher income from investments, as explained above,

Other items for the quarter in 2006 were $2 million, as in 2005.

Net earnings for the quarter were therefore $341 million or $0.73 per share in 2006, compared with $294 million or $0.64 per
share in 2005,

RESULTS OF POWER FINANCIAL CORPORATION

Power Financial Corporation’s operating earnings for the six-month period ended June 30, 2006 were $891 million or $1.22 per
share. compared with $830 million or $1.14 per share in the corresponding period in 2005. This represents a 6.7% increase on a
per share basis.

Growth in Power Financial’s operating earnings reflects an increase in the contribution from its subsidiaries and affiliate.

Other iterns not included in operating earnings were a net charge of $5 million or $0.01 per share in the six-month period in 2006. Other
iterns were nil in the six-month period in 2005.

As a result, net earnings for the six-month period ended June 30, 2006 were $886 million or $1.21 per share, compared with
$830 million or $1.14 per share for the same period in 2005.

For the quarter ended June 30, 2006. operating earnings of Power Financial were $483 million or $0.66 per share, compared with
$449 million or $0.62 per share in the second quarter of 2005, representing an increase of 7.1% on a per share basis.

Other items for the quarter in 2006 were a charge of $5 million or $0.01 per share, compared with a credit of $2 million in the
second quarter of 2005.

Net earnings for the quarter were therefore $478 million or $0.65 per share in 2006, compared with $451 million or $0.62 in 2005.

On behalf of the Board of Directors,

";%“ | Aoy A Fsotraion

Paul Desmarais, Jr., O.C. André Desmarais, 0.C.
Chairman and Co-Chief Executive Officer President and Co-Chief Executive Officer
August 3. 2006
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The trademarks contained in this report are owned by Power Corporation of Canada, or a member of
the Power Corporation group of companies. Trademarks that are not owned by Power Corporation are
used with permission.
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POWER CORPORATION OF CANADA
MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATING RESULTS

AlLL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.

The following is a discussion and analysis of the interim consolidated financial position and results of operations of Power Corporation
of Canada (Power Corporation or the Corporation) for the six-month and three-month periods ended June 30, 2006 (the Interim MD&A).
This document should be read in conjunction with the unaudited interim consolidated financial statements of Power Corporation and
notes thereto for the six-month and three-month periods ended june 30, 2006, management’s discussion and analysis of operating results
for the year ended December 31. 2005 (the 2005 MD&A), and the consolidated financial statements and notes thereto for the year ended
December 31, 2005. Additional information relating to Power Corporation, including the Annual Information Form, may be found on
SEDAR at www.sedar.com.

FORWARD-LOCKING STATEMENTS > Certain statements, other than statements of historical fact, are forward-looking statements based on certain assumptions and
reflect the Corporation’s or its subsidiaries’ and affiliates’ current expectations. These statements may include. without limitatien, statements regarding the operations, busi-
ness, financial condition, priorities, onguing objectives, strategies and outlook of Power Corporation or its subsidiaries and affiliates for the current fiscal year and subsequent
periods. Forward-looking statements include statements that are predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects”,

“anticipates”, "plans”, “believes”, "estimates”, “intends”, "targets”, "projects”. “forecasts” or negative versions thereof and other similar expressions, or future or conditional verbs
such as “may”, “will”, "should”, "would™ and “could”.

This information is based upon certain material factors or assumptions that were applied in drawing a conclusion or making a forecast or projection as reflected in the
forward-looking statements. including the perception of historical trends, current conditions and expected future developments, as well as other factors that are believed
to be appropriate in the circumstances.

Actual results could differ materially from those projected and should not be relied upon as a prediction of future events. By its nature, this information is subject to inherent
risks and uncertainties that may be general or specific. A variety of material factors, many of which are beyond the Corporation’s or its subsidiaries’ and affiliates’ control,
affect the operations, performance and results of the Corperation, its subsidiaries and affiliates, and their businesses. and coutd cause actual results to differ materially from
current expectations of estimated or anticipated events or results. These factors include, but are not limited to: the impact or unanticipated impact of general economic,
political and market factors in North America and internationally, interest and foreign exchange rates, global equity and capital markets, management of market liquidity
and lunding risks, changes in accounting policies and methods used to report financial condition. inctuding uncertainties associated with critical accounting assumptions
and estimates. the effect of applying future accounting changes, business competition, technological change, changes in government regulation and legislation, changes in
tax laws, unexpected judicial or regulatory proceedings, catastrophic events. the Corporation’s or its subsidiaries’ or affiliates’ ability to complete strategic transactions and
integrate acquisitions, and the Corporation’s or its subsidiarics” and affiliates’ success in anticipating and managing the foregoing risks.

The reader is cautioned that the foregoing list of factors is not exhaustive of the factors that may affect any of the Corporation’s or its subsidiaries’ und affiliates’ forward-looking
statements. The reader is also cautioned to consider these and other factors carefully and not to put undue reliance on forward-looking statements.

Other than as specificully required by law, the Corporation undertakes no obligation to update any forward-looking statement to reflect events or circumstances after the date
on which such statement is made, or to reflect the occurrence of unanticipated events, whether as a result of new information, future events or results, or otherwise.

Additional information about the risks and uncertainties of the Corporation’s business is provided in its disclosure materials, including its most recent Annual Information
Form. filed with the securities regulatory authorities in Canada, available at www.sedar.com.

OVERVIEW

Power Corporation is a holding company whose principal asset is its controlling interest in Power Financial Corporation (Power Financial). As
of June 30, 2006, Power Corporation held a 66.4% equity and voting interest in Power Financial, unchanged from December 31, 2005 and 2004.

Power Financial holds substantial interests in the financial services industry through its controlling interest in each of Great-West Lifeco
Ine. {Lifeco) and IGM Financial Inc. (IGM). Power Financial also holds an interest in Pargesa Holding S.A. (Pargesa). together with the Frére
group of Belgium.

Parts B, C and D of this interim MD&A concerning Power Financial, Lifeco and IGM consist of their respective interim MDé&A and financial
statements. as prepared and disclosed by these companies. This information is also avaiiable either directly from SEDAR or from the Web
sites of Power Financial (www.powerfinancial.com), Lifeco (www.greatwestlifeco.com) or IGM (www.igmfinancial.com), respectively.

Asin previous years, Pargesa will release its six-month results during the month of Septernber and, consequently, specific information relating
to this company is not disclosed herein. The contribution from Parjointco NV, (Parjointco) (which holds Power Financial's interest in Pargesa)
reflected in the interim unaudited consolidated financial statements of Power Financial for the periods ended June 30, 2006, has therefore been
established on the basts of estimated figures. In accordance with the practice adopted by Power Financial in prior years. any difference between
this estimated contribution and actual figures resulting from the release by Pargesa of its six-months’ results in September will be recorded
by Power Financial in the third quarter of 2006. For more information about Pargesa, readers can access Pargesa’s Web site (www.pargesa.ch).

LIFECO

Lifeco has operations in Canada, the United States and Eurcope through its subsidiaries the Great-West Life Assurance Company (Great-West
Life}, London Life Insurance Company (London Life), the Canada Life Assurance Company {Canada Life). and Great-West Life & Annuity
Insurance Company (GWL&A).

In Canada, Great-West Life and its operating subsidiaries, London Life and Canada Life, offer a broad portfolio of financial and benefit plan
solutions for individuals, families, businesses and organizations, through a network of Freedom 55 Financial and Great-West Life financial
security advisers, and through a multi-channel network of brokers, advisers and financial institutions.
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In the United States, GWL&A is a leader in providing self-funded employee health plans for businesses and in meeting the retirement income
needs of employees in the public/non-profit and corporate sectors. It serves its customers nationwide through a range of health care and
financial products and services marketed through brokers, consultants and group representatives, and through partnerships with other
financial institutions.

In Europe. Canada Life is broadly organized along geographically defined market segments and offers protection and wealth management
products and reinsurance. The Europe segment is composed of two distinct primary business units: Insurance & Annuities, which consists
of operations in the United Kingdom, lsle of Man, Republic of Ireland and Germany; and Reinsurance, which operates primarily in the
United States, Barbados and Freland. Reinsurance products are provided through Canada Life, Londen Reinsurance Group Inc. (LRG), and
their subsidiaries.

At the end of June 2006, Power Financial and IGM held 70.6% and 4.2%, respectively, of Lifeco’s common shares, representing approximately
65% of the voting rights attached to all outstanding Lifeco voting shares.

1GM

IGM is one of Canada’s premier personal financial services companies and Canada’s largest manager and distributor of mutual funds and
other managed asset products. Its activities are carried out principally through its operating subsidiaries, Investors Group Inc. (Investors
Group), Mackenzie Financial Corporation {(Mackenzie), and Investment Planning Counsel Inc. (Investment Planning Counsel), which offer
their own distinctive products and services through separate advice channels.

Investors Group, through a network of over 3,700 consultants nationwide (at June 30, 2006), offers comprehensive financial planning advice and
services to its clients, including investment, retirement, estate and tax planning. Investors Group offers investment management, securities,
insurance, banking and mortgage products and services to its clients through integrated financial planning.

Mackenzie is a leading investment management firm that was founded in 1967. Mackenzie provides investment advisory and related services,
Mackenzie also provides management services to institutional accounts and provides trust and administrative services.

Investment Planning Counsel is an integrated financial services company focused on providing Canadians with high-quality financial
products, services and advice, while helping them achieve their financial objectives. Investment Planning Counsel is the fifth largest financial
planning firm in Canada.

At the end of June 2006, Power Financial and Great-West Life held 55.9% and 3.5%. respectively, of IGM's common shares.

PARGESA

Power Financial Europe B.V., 2 wholly owned subsidiary of Power Financial, and the Frére group each hold a 50% interest in Parjointco,
which at the end of June 2006 held a 54.1% equity interest in Pargesa, representing 61.4% of the voting rights of that company. As previously
disclosed, on March 30, 2006, Pargesa announced the issue and placement of SF600 million debentures convertible into new Pargesa bearer

. shares, through a public offering in Switzerland and an international private placement to institutional investors. Pargesa stated at the time
that it intended to use the proceeds of the offering to subscribe to its 50% share of the €709 million capital increase previously announced by
Groupe Bruxelles Lambert (GBL). Concurrently with this offering, Pargesa also issued SF60 million debentures convertible into new registered
shares, which was fully subscribed by existing registered shareholders of Pargesa, including Parjointco.

The Pargesa group has substantial holdings in major companies based in Europe. These investments are held by Pargesa directly or through
its affiliated Belgian holding company, GBL. As of June 30, 2006, its portfolio was composed of interests in various sectors, including oil, gas
and chemicals through Total 5.A. (Total); energy, water and waste services through Suez; specialty minerals through Imerys; and cement and
building materials through Lafarge. in which GBL made its first investments during the second part of 2005. GBL announced on May 22, 2006
that it had crossed the 10% threshold in equity interest in Lafarge.

As previously disclosed, GBL sold back to Bertelsmann its 25.1% equity interest in that company, for cash consideration of €4.5 billion on
July 4. 2006. GBL also disclosed that it would record a gain of approximately €2.4 billion as a result of this transaction. On that basis, Power
Financial will record a gain of approximately $350 million {Power Corporation’s share will amount to approximately $230 million), which
will be recorded by Power Corporation in the third quarter of 2006,

GESCA LTEE

Gesca Ltée (Gesca) is a wholly owned subsidiary of Power Corporation primarily engaged in the publication of newspapers, including the
Montréal daily newspaper La Presse. Today, in addition to publishing seven daily newspapers in the provinces of Québec and Ontario, Gesca
publishes several specialty magazines and books, and produces television programming.
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POWER CORPORATION OF CANADA

Gesca also owns and operates several Web sites, including cyberpresse.ca and lapresseaffaires.com. Mediametrix, which measures traffic
on Web sites in Canada, estimates that these Web sites rank among the top French-language news Web sites in terms of number of unique
visitors and page views. Gesca also owns a 20 per cent interest in Workopolis, a Canadian employment Web site.

POWER TECHNOLOGY INVESTMENT CORPORATION

Power Corporation also owns 100% of Power Technology Investment Corporation (PTIC). PTIC is an investor in the biotechnology and
technology sectors. In addition to its investments in Neurochem Inc. and Adaltis Inc., two public companies based in Montréal, PTIC also
holds interests in various U.S.-based technology funds, as well as minority ownership positions in several companies. Further information
concerning Neurochem Inc. and Adaltis Inc. is contained in their disclosure documents at www.sedar.com.

ASIA

In Asia, the most significant investment of the Corporation is its 4.6% interest in CITIC Pacific Limited {CITIC Pacific). CITIC Pacific invests
in power generation, civil infrastructure, special steel manufacturing, communications and aviation in Hong Kong and mainland China.
CITIC Pacific is also engaged in marketing and distributing motor and consumer products, and property investment and management.
In addition, Power Corporation is involved in selected projects in China, and operates as a Qualified Foreign Institutional Investor (QFII) in
the Chinese "A” shares market, with an initial investment of US$50 million,

INVESTMENTS [N FUNDS AND SECURITIES

Over the years, Power Corporation has invested directly or through wholly owned subsidiaries in a number of selected investment funds,
hedge funds and securities.

As previously disclosed, Power Corporation made a commitment of €100 million in 2002 to Sagard Private Equity Partners (Sagard 1),
a €535 million fund based in Paris, France. Power Corporation owns 100% of the French management company, Sagard 5.A.8. Since it started
its operations, Sagard 1 has completed 12 investments. Two of these investments were sold during the second quarter of 2006. The manage-
ment company has decided to launch Sagard 2, with the objective of raising €800 million. Sagard 2 will have the same investment strategy
as Sagard 1. Power Corporation is making a €200 million commitment to this new fund.

In the United States, the Corporation is also in the process of reviewing investment opportunities, and currently plans to allocate a portion
of its cash resources (initially limited to a maximum of US$250 million} to this initiative.

OUTSTANDING NUMBER OF PARTICIPATING SHARES

As of the date of this report, there were 48,854,772 Participating Preferred Shares, unchanged from December 31, 2005, and 401,754,709
Subordinate Voting Shares of the Corporation outstanding, compared with 401,749,709 as of June 30, 2006 and 400,264,694 as of
December 31, 2005. The increase in the number of outstanding Subordinate Voting Shares reflects the exercise of options under the Corporation’s
Executive Stock Option Plan.

BASIS OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES

The Consolidated Financial Statements of the Corporation have been prepared in accordance with generally accepted accounting principles
in Canada (Canadian GAAP) and are presented in Canadian dollars.

INCLUSION OF PARGESA'S RESULTS

The investment in Pargesa is accounted for by Power Financial under the equity method. As described above, the Pargesa portfolio consists
primarily of investments in Imerys, Bertelsmann (sold in July 2006), Total. Suez and Lafarge, which are held by Pargesa directly or through GBL.
In the statement of earnings of GBL, the contribution from Total, Suez and Lafarge consists of the dividends received from these companies
{Lafarge did not contribute to earnings in 2005 as the investments were made by GBL after Lafarge paid its annual dividend).

As previously disclosed, Pargesa, which previously prepared its financial statements in accordance with Swiss generally accepted accounting
principles, adopted IFRS at the end of 2005, and accordingly restated its 2005 interim financial results. As a result of adopting IFRS, Pargesa
no longer amortizes goodwill in the preparation of its financial statements.

The contribution to Power Financial’s earnings is based on the economic (flow-through) presentation of results used by Pargesa. Pursuant
to this presentation, “operating income” and "non-operating income” are presented separately by Pargesa. Power Financial's share of non-
operating income of Pargesa. after adjustments or reclassifications if necessary. is included as part of Other income in the Corporation’s
financial statements.
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CONTRIBUTION FOR THE THREE-MONTH AND SIX-MONTH PERIODS ENDED JUNE 30, 2006

As explained above, the contribution from the European affiliate for the three-month and six-month periods ended June 30, 2006 reflected
in the unaudited interim consolidated financial statements of Power Financial has been established on the basis of estimated figures.
In accordance with the practice adopted by Power Financial in previous years, any difference between this estimated contribution and actual
figures disclosed in the release by Pargesa of its six-month results in September — including the estimated contribution to earnings from
Bertelsmann for the second quarter — will be recorded by Power Financial in the third quarter (please refer to the table “Summary of Guarterly
Results™ — footnote 2 later in this section for the impact of such adjustments on Power Financial's earnings in 2005 and 2004).

RESULTS OF POWER CORPORATION OF CANADA

This section is an overview of the results of Power Corporation. In this section, consistent with past practice, Power Financial, Gesca and
PTIC are accounted for using the equity method in order to facilitate the discussion and analysis. This presentation has no impact on Power
Corporation's net earnings, and is intended to assist readers in their analysis of the results of the Corporation,

NON-GAAP FINANCIAL MEASURES

in analysing the financial results of the Corporation and consistent with the presentation in previous years, net earnings are subdivided in
this section into the following components:

» operating earnings; and

> other items, which includes, but is not limited to, the impact on the Corporation’s net earnings of “Other income” as per the financial
statements.

Management has used these performance measures for many years in its presentation and analysis of the financial performance of Power
Corporation, and believes that they provide additional meaningful information to readers in their analysis of the results of the Corporation.

“Operating earnings” exclude the after-tax impact of any item that management considers to be of a non-recurring nature or that could make
the period-over-period comparison of results from operations less meaningful. and also excludes its share of any such item presented in a
comparable manner by Lifeco or IGM. Operating earnings and operating earnings per share are non-GAAP financial measures that do not
have a standard meaning and may not be comparable to similar measures used by other entities.

The following table shows a reconciliation of the non-GAAP financial measures discussed above with the financial statements of
Power Corporation.

THREE MONTHS ENDED JUNE 30 2006 2005
OTHER AS PER OTHER AS PER
OPERATING ITEMS, FINANCIAL OPERATING ITEMS, FINANCIAL
EARNINGS NET STATEMENTS EARNINGS NET STATEMENTS
Earnings before share of earnings of
affiliates, other income, income taxes
and non-controlling interests 935 935 865 865
Share of earnings of affiliates 68 68 50 50
Earnings before other income. income taxes
and non-controlling interests 1,003 1,003 915 915
Other income [charges) (8) (8) {2) (2)
Earnings before income taxes and
non-controlling interests 1,003 (8) 995 915 (2) 913
Income taxes 210 (8) 202 234 2) 232
Non-controlling interests 454 2) 452 389 2) 387
Net earnings 339 2 341 292 2 287
Per share 0.73 - 0.73 0.64 - 0.64
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SIX MONTHS ENDED JUNE 30 2006 2005
OTHER AS PER OTHER AS PER
OPERATING ITEMS, FINANCIAL OPERATING ITEMS, FINANCIAL
EARMNINGS NET STATEMENTS EARNINGS NET STATEMENTS
Earnings before share of earnings of
affiliates, other income, income taxes
and non-controlling interests 1,827 1,827 1663 1,663
Share of earnings of affiliates 75 75 58 58
Earnings before other income, income taxes
and non-controlling interests 1,902 1,902 1,721 1.721
Other income [charges] (8) (8) (6) (6)
Earnings before income taxes and
non-controlling interests 1,902 (8) 1,894 1.721 {6) 1,715
Income taxes 467 (8) 459 458 (5) 453
Non-controlling interests 842 (2} 840 740 (1) 736
Net earnings 593 2 595 523 3 526
Per share 1.27 - 1.27 114 - 1.14

REVIEW OF FINANCIAL PERFORMANCE

EARNINGS SUMMARY — CONDENSED SUPPLEMENTARY STATEMENTS OF EARNINGS

SIX MONTHS ENDED JUNE 30 THREE MONTHS ENDED JUNE 30
2006 2005 2006 2005
PER PER PER PER
TOTALM SHARE TOTALM SHARE TOTALM SHARE TOTALI SHARE
Cantribution to operating earnings
from subsidiaries 570 534 314 294
Results from corporate activities 23 (11} 25 (2)
Operating earnings 1?1 593 1.27 523 1.14 339 0.73 292 0.64
Other items 2 - 3 - 2 - 2 -
Net earnings 595 1.27 526 1.14 341 0.73 294 064

[1] Before dividends on preferred shares issued by the Corporation, which amounted 1o $10 million and $7 million in the second quarters of 2006 and 2005,
respectively, and 1o $21 million and $15 million in the six-month periods of 2006 and 2005, respectively.

[2) Qperating earnings per share are calkulated after deducting perpetual preferred share dividends (see above) from operating earnings.

OPERATING EARNINGS

Operating earnings for the six-month period ended June 30, 2006 were $593 million, or $1.27 per share, compared with $523 million or $1.14 per
share in the corresponding peried of 2005. This represents an 11.7% increase on a per share basis.

For the three-month period ended June 30, 2006, operating earnings were $339 million or $0.73 per share, compared with $292 million or
$0.64 per share in the first quarter of 2005, for an increase of 14.9% on a per share basis.

SHARE OF OPERATING EARNINGS FROM SUBSIDIARIES

Power Corporation’s share of operating earnings from its subsidiaries was $570 million in the six-month period ended June 30, 2006, compared
with $534 million in the corresponding period in 2005, which represents an increase of $36 million or 6.7%. For the second quarter in 2006
compared with the corresponding period in 2005, the increase was 6.8%. from $294 million in 2005 to $314 million in 2006.

Power Financial. which makes the most significant contribution to earnings, reported operating earnings of $891 million or §1.22 per share
in the six-month period ended June 30, 2006, compared with $830 million or $1.14 per share for the same period in 2005, On a per share
basis, this represents an increase of 6.7%. For the three-month period ended June 30, 2006, Power Financial reported operating earnings of
$483 million, or $0.66 per share, compared with $449 million or $0.62 per share in the same period in 2005, which represents an increase of
7.1% on a per share basis.

For more information on the interim resuits of Power Financial, Lifeco. and IGM. readers are referred to Parts B, C, and D, respectively, of
this interim MD&A.
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RESULTS FROM CORPORATE ACTIVITIES

Results from corporate activities include income from investments, operating expenses, depreciation and income taxes, Corporate activities
wetre a net profit of $23 million to operating earnings in the six-month period ended June 30, 2006, compared with a net charge of $11 million
inthe corresponding period of last year. The improvement in results compared to last year results primarily from higher income from invest-
ments, which includes, in the second quarter of 2006, an aggregate amount of $32 million representing the Corporation’s share of pre-tax
profits resulting from the sale by Sagard 1 of two of its investments.

For the three-month period ended June 30, 2006, results from corporate activities were $25 million, compared with a charge of $2 million in
the corresponding period in 2005.

OTHER ITEMS

Other items amounted to $2 million in the six-month and three-month periods ended June 30, 2006, compared with $3 million and $2 mil-
lion, respectively, in the corresponding periods in 2005. Other items in 2006 consisted of the Corporation’s share of other items recorded by
Power Financial, as well as the reversal. in the second quarter, of $5 million of specific provisions which management no longer considers
appropriate.

Other items in 2005 included Power Corporation's share of other items recorded by Power Financial, as well as its share of non-recurring
items recorded by PTIC in the first quarter.

NET EARNINGS

Net earnings for the six-month period ended June 30, 2006 were $595 million or $1.27 per share, compared with $526 million or $1.14 per share
inthe corresponding pericd in 2005. For the quarter ended June 30, net earnings were $341 million or $0.73 per share in 2006, compared with
$294 million or $0.64 per share in 2005.

FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES

CONDENSED SUPPLEMENTARY BALANCE SHEET

JUNE 30, DECEMBER 31, JUNE 30, DECEMBER 31,
2006 2005 20086 2005
CONSOLIDATED BASIS EQUITY BASISM
Assets
Cash and cash equivalents 5,489 5332 722 671
Investments at equity 1,629 1,554 5,928 5.609
Other investments 89,490 87,773 850 864
Other assets 27,279 18,340 311 306
Total 123,887 112,999 7,811 7450
Liabilities
Policy lizbilities
Actuarial liabilities 81,105 71,263
Other 4,159 3,787
Other liabilities 14,125 14,719 156 191
Preferred shares of subsidiaries 1.644 1,656
Capital trust securities and debentures 647 648
Debentures and other borrowings 3,602 3.427
105,282 95,500 156 191
Non-controlling interests 10,950 10,240
Shareholders’ equity
Non-participating shares 795 795 795 795
Participating shares ! 6,860 6,464 6,860 6,464
Total 123,887 112999 7,811 7.450
Consolidated assets and assets under administration 298,394 282,273

(1] Condensed supplementary balance sheet of the Corporation with Power Financial, Gesca and PTIC accounted for using the equity method.
[2] Includes Participating Preferred Shares and Subordinate Voting Shares.
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CONSOLIDATED BASIS

The consolidated balance sheets include Power Financial's, Lifeco's and IGM's assets and liabilities. Please refer to Parts B, C and D of this
Interim MD&A related to these subsidiaries, which respectively include a presentation of their balance sheets.

Total assets increased to $123,887 million at the end of June 2006, compared with $112.999 million at December 31, 2005. The increase in assets
is attributable to Lifeco and results primarily from an increase in funds held by ceding insurers of approximately $9.4 billion as a result of
the agreement to acquire the non-participating payout annuity business of the Equitable Life Assurance Society in the United Kingdom.

Preferred shares of subsidiaries represent soft-retractable preferred shares issued by Power Financial, Lifeco and IGM, while perpetual
preferred shares issued by subsidiaries are classified under Non-controlling interests.

Assets under administration include segregated funds of Lifeco and IGM's mutual fund assets, at market values. The market value of Lifeco’s
segregated funds was $78 billion at the end of June 2006, compared with $75 billion at the end of 2005, IGM's mutual fund assets at market
value, including those of Mackenzie and Investment Planning Counsel. were $96 billion at June 30, 2006, compared with $94 billion at the
end of 2005.

EQUITY BASIS

Under the equity basis presentation, Power Financial, Gesca and PTIC are accounted for using the equity method. This presentation has no
impact on Power Corporation’s shareholders’ equity, and is intended to assist readers in isolating the contribution of Power Corporation, as
the parent company, to consolidated assets and liabilities.

Cash and cash equivalents held by Power Corporation amounted to $722 million at the end of June 2006, compared with $671 million at the
end of December 2005.

In managing its own cash and cash equivalents, the Corporation may hold cash balances or invest in short-term paper or equivalents. as
well as deposits. denominated in foreign currencies and thus be exposed to fluctuations in exchange rates. In order to protect against
such fluctuations, the Corperation from time to time enters into currency-hedging transactions with highly rated financial institutions.
At June 30, 2006. 90% of the $722 million of cash and cash equivalents were denominated in Canadian dollars.

Investments are principally composed of the carrying value of the Corporation’s interest in its subsidiaries Power Financial, Gesca and PTIC,
and the carrying value of its portfolio of funds and other securities.

The carrying value of Power Corporation’s investment in its subsidiaries increased to $5,928 million at June 30, 2006, compared with $5.609 mil-
lion at December 31, 2005. The variance includes primarily:

» Power Corporation’s share of net earnings from its subsidiaries and affiliates, net of dividends received, for a net amount of $341 million;
and

» anet negative $25 million variation in foreign currency translation adjustments, related principally to the Corporation’s indirect invest-
ment through Power Financial in Lifeco's foreign operations and in Pargesa.

Other investments (excluding investments held by PTIC) amounted to $850 million at the end of June 2006, compared with $864 millien at
the end of 2005. The carrying value of the portfolic of marketable securities was $495 million {$496 million at the end of 2005) and consisted
primarily of the carrying value of the investment in CITIC Pacific for $434 million, $57 million representing the carrying value of the port-
folio of securities and mutual funds held as part of the QF11 operations in China which began in 2005, as well as other marketable securities.
The carrying value of the portfolio of investment funds held by the Corporation (excluding funds held by PTIC) was $321 million at the end of
June 2006, compared with $330 million at December 31, 2005. This figure does not include outstanding commitments to make future capital
contributions to investment funds for an aggregate amount of $70 million, including remaining commitments of $26 million for Sagard 1in
Europe ($10! million and $34 million, respectively, of remaining commitments at the end of 2005). In addition. the Corporation committed
in July 2006 to invest up to €200 million (approximately $285 million) in Sagard 2, and is reviewing investment opportunities in the United
States, as described above.
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CONSOLIDATED CASH FLOWS

SIX MONTHS £NDED JUNE 30 THREE MONTHS ENDED JUNE 30

2006 2005 2006 2005

Cash flow from operating activities 2,024 2,814 2,086 1.740
Cash flow from financing activities {99) (515) 293 (304)
Cash flow from investing activities (1,808) {1,948) (1,619) (1.276)
Effect of changes in exchange rates on cash and cash equivalents 40 (98) 10 (72)

Increase in cash and cash equivalents 157 253 770 88

Cash and cash equivalents, beginning of vear 5,332 4,142 4,719 4.307
Cash and cash equivalents, end of year 5,489 4.395 5,489 4.395

On a consolidated basis, cash and cash equivalents increased by $770 million in the six-month period ended June 30, 2006, compared with

an increase of $88 million in the corresponding period in 2005.

Operating activities produced a net inflow of $2.024 million in the six-month period in 2006, compared with a net inflow of $2,814 million in

the same pericd in 2005.

> For the six-month period in 2006, Lifeco’s cash flow from operations was $1,747 million, compared with $2,630 million in 2005, The decrease
in cash flow from operations is mainly due to lower premium income in United States Financial Services and the reduction and payment
of other liabilities. For the three-month period ended June 30, 2006, cash flow from operations increased compared with the same period
in 2005, due mainly to higher premium income and investment income, partially offset by higher payments to policyholders. In the six-
month peried in 2006, cash was used to acquire additional invested assets of $1,722 million supporting policy liabilities.

> Operating activities of IGM, before payment of commissions, generated $451 million in the six-month period ended june 30, 2006, as com-
pared to $403 million in the same period in 2005, Cash commissions paid were $204 million in the six-month period in 2006, compared
with $194 million in the same period in 2005, and reflect the increase in mutual fund sales over 2005 levels.

Cash flows from financing activities, which include dividends paid on participating and non-participating shares of the Corporation as well as
dividends paid by subsidiaries to non-controlling interests. resulted in a net outflow of $99 million in the six-month period ended June 30, 2006,
compared with net cutflows of $515 million in the corresponding period in 2005,

Financing activities during the six-month period ended June 30, 2006 compared to the same period in 2005 include, in particular:
> Dividends paid on a consolidated basis in 2006 of $529 million, compared with $446 million in 2005.

* Repayment oflong-term debt of $150 million, consisting of the redemption by Power Financial of its $150 million debentures that matured
in January 2006, compared with $36 million in 2005.

*  Repurchase for cancellation by subsidiaries of the Corporation of their commen shares in the amount of $37 million in 2006, compared
with $39 million in the six-month period in 2005,

v lssue of preferred shares by Lifeco in the amount of $300 million.

» Issue of debentures by a subsidiary of Lifeco in the amount of $336 million (US$300 million).

Cash flow frem investing activities resulted in net outflows of $1,808 million in the six-month period in 2006, compared with net outflows of
$1,948 million in the same period in 2005.

? Investing activities at Lifeco in 2006 resulted in a net outflow of $1,722 million, compared with $1,779 million in 2005.

»  Investing activities at IGM were a net outflow of $31 million in the six-month period ended June 30. 2006, compared with a net outflow of
$78 million in the corresponding period in 2005.

Cash flow from investing activities for the six-month period in 2006 compared with 2005 related primarily to increases in residential
mortgages related to IGM's mortgage banking operations and personal loans related to its intermediary operations for an amount of
$690 million. offset by securitizations of $633 million. compared with an increase of $244 million in the six-month period in 2005, offset
by securitizations of $131 millicn.

In addition, purchases of securities amounted to $50 million in the six-month period in 2006, compared with $16 million in 2005, while
sales of securities generated proceeds of $85 million in 2006, compared with $56 million in the corresponding period in 2005.

Cash flows from activities of Lifeco and IGM are described in Parts C and D of this Interim MD&A related to these subsidiaries, respectively,
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CORPORATE CASH FLOWS

Power Corporation is a holding company. As such, corporate cash flows from operations, before payment of dividends on the first preferred
shares and on the participating shares, are principally made up of dividends received from subsidiaries and income from investments, less
operating expenses and taxes. A significant component of corporate cash flows is made up of dividends received from Power Financial,
which is also a holding company. In the first and second quarters of 2006, Power Financial declared dividends of $0.2325 and $0.25 per share,
respectively. on its common shares, compared with $0.2025 and $0.2175, respectively, in the first and second quarters of 2005.

In the first and second quarters of 2006, quarterly dividends declared on the Corporation’s participating shares amounted to $0.16875 per
share and $0.1975, respectively, compared with $0.14375 and $0.16875 per share, respectively, in the same periods in 2005, This represents a
17% increase on a year-to-date basis.

SHAREHOLDERS' EQUITY

Shareholders’ equity, including non-participating shares issued by the Corporation, was $7.655 million at the end of June 2006, compared
with $7,259 million at the end of 2005.

Non-participating shares of the Corporation consist of five series of First Preferred shares with an aggregate stated amount of $795 million
as of June 30. 2006 {unchanged from December 31, 2005), of which $750 million are non-cumulative, All of these series are perpetual preferred
shares and redeemable in whole or in part at the option of the Corporation from specific dates. The First Preferred Shares, 1986 Series, witha
stated value of $45 million at June 30. 2006 {unchanged from the end of 2005), have a “sinking fund” provision under which the Corporation
will make all reasonable efforts to purchase on the open market 20.000 shares per quarter, No such shares were purchased in the six-month
period in 2006.

Excluding preferred shares, participating shareholders’ equity was $6.860 million at June 30, 2006, compared with $6,464 million at
December 31, 2005. The increase of $396 million was primarily due to:

» a$406 million increase in retained earnings: and

> a$35 million negative variation in foreign currency translation adjustments, relating primarily to the Corporation’s indirect investments
through Power Financial in Lifeco’s foreign operations and Pargesa.

In addition. the Corporation issued 1,485,015 Subordinate Voting shares in the six-month period ended June 30. 2006 (3,365,075 in the cor-
responding period in 2005) under the Executive Stock Option Plan, resulting in an increase in stated capital of $15 million (corresponding
period in 2005 — $19 million). Book value per participating share of the Corporation was $15.22 at the end of June 2006, compared with $14.3%
at the end of 2005.

RATINGS OF THE CORPORATION

As of the date hereof, ratings of certain of the Corporation’s securities are as follows:

DOMINION BOND STANDARD & POOR'S
RATING SERVICEN RATINGS SERVICES®I
Corporate rating/counterparty credit rating . A [high] A
Preferred
Cumulative shares Pfd 2 {high] Canadian scale P2 [high)
Global scale BBB+
Non-cumulative Pfd 2 [high] Canadian scale P2 fhigh]
Global scale BBB+
[11 The ratings on the Corporation’s securitres were upgraded on April 18, 2006. The trends remain stable.
[2} The outlook and the Corporation’s ratings are stable.

SUMMARY OF CRITICAL ACCOUNTING ESTIMATES

There were no material changes to the critical accounting estimates from those reported at December 31, 2005 (please refer to the
2005 MD&A).
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FUTURE ACCOUNTING CHANGES

As noted in the 2005 MD&A, the Corporation is currently evaluating the impact on its Consolidated Financial Statements of the following
new requirements:

> CICA Handbook Section 3500, "Earnings Per Share”, which is expected to be amended in 2006 to require inclusion of the dilutive effects of
" convertible securities in the calculation of diluted earnings per share;
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» new standards addressing the recognition and measurement of financial instruments and the the application of hedge accounting and
comprehensive income, which will be effective for the Corporation on January 1. 2007, Part C of this report contains more information on
the potential impacts of the new standards on Lifeco’s and, consequently, the Corporation’s financial statements.

OFF-BALANCE SHEET ARRANGEMENTS
The following should be read in conjunction with the Notes to the 2005 Consolidated Financial Statements.

SECURITIZATIONS > There were no changes to IGM's liquidity management practices related to securitizations during the six-month
period ended June 30, 2006. During the period, IGM entered into securitization transactions through its mortgage banking operations with
proceeds of $632.7 million, compared with $131.5 million in the corresponding period in 2005. Securitized loans serviced at June 30, 2006,
totalled $1,049.3 million and the fair value of IGM’s retained interest was $15.4 million. This compares with $583.2 million and $18.5 million.
respectively, at June 30, 2005.

DERIVATIVE FINANCIAL INSTRUMENTS » In the course of their activities, the Corporation and its subsidiaries use derivative financial
instruments. When using such derivatives, they only act as limited end users and not as market makers in such derivatives. There have been
no changes to the Corporation’s and its subsidiaries’ policies and procedures with respect to the use of derivative instruments during the
six-month period ended June 30, 2006. During the second quarter of 2006, IGM increased the outstanding notional amount of interest swaps
by $766.5 million to $1,368.9 million. However, IGM’s exposure to credit risk, which is limited to the current fair value of those instruments,
which are in a gain position, remained relatively unchanged. IGM utilizes interest rate swaps in order to reduce the impact of fluctuating
interest rates on its mortgage banking operations. Other than as noted with respect to IGM, there has not been a significant change in either
the notional amount outstanding other than in the normal course of operations, or in the exposure to credit risk that represents the market
value of those instruments, which are in a gain position as at June 30, 2006. For an overview of the use of derivative financial instruments,
please refer to the 2005 MD&A and to Notes 1 and 22 to the 2005 Consolidated Financial Statements.

LETTERS OF CREDIT > Inthe normal course ofits Reinsurance business, Lifeco provides letters of credit (LOC) to other parties or beneficiaries.
Through certain of its operating subsidiaries. Lifeco has provided LOC to both external and internal parties, which are described in the
paragraph "Liquidity Risk (Letters of Credit)” included in the Lifeco section of the 2005 MD&A, as well as in Note 24 to the 2005 Consolidated
Financial Statements. I

CONTRACTUAL OBLIGATIONS
There have been no material changes in the contractual obligations of the Corporation or its subsidiaries from those reported at
December 31, 2005.

On April 24, 2006, Crown Life Insurance Company (Crown Life) served notice, pursuant to the tesms of the 1999 acquisition of the majority of the
insurance operations of Crown Life by Canada Life. commencing a process under which Canada Life may be required to acquire the common
shares of Crown Life. This acquisition is not expected to have a material effect on the consolidated financial position of the Corporation,

FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS

For an overview of financial instruments at December 31, 2005, please refer to the 2005 MD& A, as well as to Note 21 to the 2005 Consolidated
Financial Statements.

Changes in both the carrying values and the fair values of financial instruments did not have a significant impact on the financial condition
of the Corporation or its subsidiaries for the six-month period ended June 30, 2006, In addition, there were no significant changes in the risks
related to these financial instruments and the policies and procedures designed to manage these risks during the period.
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SUMMARY OF QUARTERLY RESULTS

In this table, all per share amounts are presented on a post-subdivision basis.
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2006 2005 2004

Q2 Q1 Qa Q3 Q2 Q Q4 Q3 Q2 Q1

Revenues 7,390 6.416 7.250 5353 6,415 7.095 6,387 5.549 6,513 5.894
Operating earningsI21EIH 339 254 290 258 292 231 242 233 271 209
per share — basic 0.73 0.54 0.62 0.56 0.64 0.50 0.53 0.51 0.59 045
Other items 2 - (5) (16) 2 1 (10) (5) 11 (2)
per share — basic - - {0.01) (0.04) 0.00 0.00 (0.02) (0.01) 0.03 (0.00)
Net earnings 341 254 285 242 294 232 232 228 282 207
per share — basic 0.73 0.54 0.61 0.52 0.64 0.50 051 0.50 0.62 0.45
per share — diluted 0.73 0.54 0.60 0.51 0.63 0.50 0.50 0.49 0.61 0.44

[1] The contribution from Pargesa to operating earnings includes Pargesa’s share of the dividends paid by Total and Suez, and, starting in 2006, its share of the
dividends paid by Lafarge, as well as, for the [ast time in 2006, Pargesa's share of the portion of the dividend received by GBL from Bertelsmann, which is considered
a preferred dividend {Pargesa’s share: SF37 million {estimated) in 2006, SF30 million in 2005 and SF50 million in 2004) and thus recorded as income. These dividends
contribute significantly to Pargesa’s operating results. Dividends from Suez, Lafarge and Bertelsmann are received once a year, during the second quarter. Total,
which also used 1o pay its annual dividend in one installment dusing the second quarter, started in the fall of 2004 10 pay its dividend in two installments. In 2004,
Pargesa’s cantribution to operating earnings of Power Financial includes, in the second quarter of 2004, its share of the full annual dividend paid by Total related to
2003, which amounted to €4.70 per share, as well as, in the fourth guarter, the first interim dividend, related to fiscal 2004, which amounted 10 €2.40 per share,

For 2005 and beyond, it includes in the second quarter the final portion of the dividend related to the previous fiscal year, and in the fourth quarter the interim dividend
related to the current fiscal year.

Pargesa releases its six-rmonth results in September and any difference between actual results compared to estimates used by Power Financial when releasing its
results for the periods ended June 30 are recorded by Power Financial in the third quarter, The impact of such differences on Power Financial’s operating earnings
was $3 million [$0.00 per share] and $4 million [$0.01 per share] in the third quarters of 2005 and 2004, respectively. The irmpact on Power Financial’s third quarter
non-operating earnings was negative $1 million [$0.00 per share] and negative $1 million [$0.00 per share] in 2005 and 2004, respectvely,

Lifeco recorded, in the third and fourth quarters of 2005, reinsurance provisions of $30 million and $13 million after tax, respectively, for expecied losses arising
from hurricane damages in 2005. Power Corparation's share of this specific charge was $14 million or $0.03 per share in the third quarter, and $7 million or

$0.02 per share in the fourth quarter of 2005. tn additian, Other items alsc included in 2004 and in the first three quarters of 2005 the impact of restructuring costs
recorded by Lifeco in connection with the acquisition of Canada Life.

2

3

Qther items also include, in the second quarter of 2006, the Corporation’s share of tax benefits recorded by IGM (please also refer to Part D of this repart
related to IGM).

[4] For a definition of this non-GAAP financial measure, please refer to Results of Power Corporation of Canada — Non-GAAP Financial Measures.
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POWER CORPORATION OF

CONSOLIDATED BALANCE SHEETS

CANADA

JUNE 30, DECEMBER 31,
2006 2005
[in millions of dollars) funaudited]
Assets
Cash and cash equivalents 5,489 5,332
[nvestments
Shares 5,043 4,867
Bonds 60,479 59,298
Mortgages and other loans 15,428 15,118
Loans to policyholders 6,670 6.646
Real estate 1,870 1,844
89,490 87,773
Funds held by ceding insurers 11,526 2,556
Investment in affiliates, at equity 1,629 1.554
Intangible assets 2,418 2,419
Goodwill 8,281 8,264
Future income taxes 394 476
Other assets 4,660 4,625
123,887 112,999
Liabilities
Policy liabilities
Actuarial liabilities 81,105 71,263
Other 4,159 3,787
Dreposits and certificates 669 693
Funds held under reinsurance contracts 3,954 4,325
Debentures and other borrowings [Note 2] 3,599 3427
Preferred shares of subsidiaries 1,644 1.656
Capital trust securities and debentures [Note 3] 647 648
Future income taxes 836 865
Other liabilities 8,669 8,836
105,282 95.500
Non-controlling interests 10,950 10,240
Shareholders’ Equity
Stated capital [Note 4]
Non-participating shares 795 795
Participating shares 432 417
Contributed surplus 47 37
Retained earnings 6,384 6,478
Foreign currency translation adjustments (503) (468)
7.655 7,259
123,887 112,999
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CONSOLIDATED STATEMENTS OF EARNINGS
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THREE MONTHS ENDED SIX MONTHS ENDED
JUNE 30 JUNE 30
[unaudited) [in milliens of dollars, except per share amounts] 2006 2005 2006 2005
Revenues
Premium income 4,444 3,784 8.139 8,344
Net investment income 1,599 1,384 2,985 2,725
Fees and media income 1,347 1,247 2,682 2,44]
7,350 6.415 13,806 13,510
Expenses
Paid or credited to policyholders and beneficiaries including
policyholder dividends and experience refunds 4,959 4.081 8,960 8.897
Commissions 532 504 1,069 1,002
Operating expenses 878 879 1,782 1776
Financing charges [Note 5] 86 86 168 172
6,455 5.550 11,979 11,847
935 865 1,827 1.663
Share of earnings of affiliates 68 50 75 58
Other income [charges], net [Note 6] (8) {2} (8) (6)
Earnings before income taxes and non-controlling interests 995 913 1,894 1.715
[ncome taxes 202 232 459 453
Non-controlling interests 452 387 840 736
Net earnings 341 294 595 526
Earnings per participating share [Note 7]
Basic 0.73 0.64 1.27 114
Diluted 0.73 0.63 1.26 1.13

CONSCLIDATED STATEMENTS OF RETAINED EARNINGS

SIX MONTHS ENDED FUNE 30

{unaudited] lin millions of dollars| 2006 2005
Retained earnings, beginning of year 6,478 5.761
Add
Net earnings 595 526
7.073 6.287
Deduct
Dividends
Non-participating shares ) 21 15
Participating shares 165 140
Other 3 -
189 155
Retained earnings. end of period 6,884 6,132
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CONSOLIDATED STATEMENTS OF CASH FLOWS
THREE MONTHS ENDED SIX MONTHS ENDED
FUNE 30 JUNE 30
[unaudited] [in millions of dellars} 2006 2005 2006 2005
Operating activities
Net earnings 341 294 595 526
Non-cash charges [credits]
Increase [decrease] in policy liabilities 274 579 403 1458
Decrease [increase] in funds held by ceding insurers 379 102 431 230
Increase [decrease] in funds held under reinsurance contracts (19) (70) (97) (68}
Amortization and depreciation 28 28 55 57
Future income taxes (1) (14) 77 137
Non-controlling interests 452 387 840 736
Other 288 419 92 396
Change in non-cash working capital 344 15 (372) (658}
2,086 1.740 2,024 2,814
Financing activities
Dividends paid
By subsidiaries to non-controlling interests (174) (144) (344) (291)
Non-participating shares (10) (8) (20) (15}
Participating shares (89) (78) {165) (140}
(273) (228) (529) {446)
Issue of subordinated voting shares 4 2 15 19
Issue of common shares by subsidiaries 6 3 24 16
Repurchase of common shares by subsidiaries {15) (22) {37) (39)
Issue of preferred shares by a subsidiary 300 - 300 -
Repurchase of preferred shares by a subsidiary (12) - (12) -
Issue of subordinated debentures 336 - 336 -
Repayment of debentures and other borrowings - - {150) (385)
Other (53) (59) (46) (29)
293 (304) (99) (515)
Investment activities
Bond sales and maturities 9,570 11,326 22,353 20,549
Mortgage loan repayments 473 725 911 1.567
Sales of shares 312 427 673 706
Real estate sales (74) 32 45 68
Proceeds from securitizations 547 82 633 131
Change in loans to policyholders (133} (135) (220) (172}
Change in repurchase agreements 4 278 118 390
[nvestment in bonds (10,782} (12,535} (23,526) (22,063)
[nvestment in mortgage loans (1,109) (881) (1,895) (1,985)
Investment in shares (375) (421) (775) (872)
Investment in real estate (44) (173} (116) (225)
Other (8) (1) {9 {42)
{1,619) (1.276) (1,808) (1,948)
Effect of changes in exchange rates on cash and cash equivalents 10 (72) 40 (98)
Increase [decrease] in cash and cash equivalents 770 88 157 253
Cash and cash equivalents, beginning of period 4,719 4.307 5,332 4,142
Cash and cash equivalents, end of period 5,489 4.395 5,489 4,395
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POWER CORPORATION OF CANADA
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS [UNAUDITED] JUNE 30, 2006

ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.
NOTE 1 SIGNIFICANT ACCOUNTING POLICIES

The interim unaudited consolidated financial statements of Power Corporation of Canada at June 30, 2006 have been preparedin accordance
with generally accepted accounting principles in Canada (GAAP). These interim unaudited consolidated financial statements should be read
in conjunction with the audited consolidated financial statements and notes thereto for the year ended December 31, 2005. These interim
unaudited consolidated financial statements do not include all disclosures required for annual financial statements.

The interim unaudited consolidated statements have been prepared using the same accounting policies described in Note | of the Corporation’s
consolidated financial statements for the year ended December 31, 2005.

COMPARATIVE FIGURES

Certain of the 2005 amounts presented for comparative purposes have been reclassified to conform with the presentation adopted in the
current year.

NOTE 2 DEBENTURES AND OTHER BORROWINGS

JUNE 30, DECEMBER 31,
2006 2005

Power Financial Corporation
7.65% debentures, repaid January 5, 2006 - - 150
6.90% debentures. due March 11, 2033 250 250

IGM Financial Inc.

6.75% debentures 2001 Series, due May 9, 2011 450 450
6.58% debentures 2003 Series. due March 7, 2018 150 150
6.65% debentures 1997 Series, due December 13, 2027 125 125
7.45% debentures 2001 Series. due May 9. 2031 150 150
7.00% debentures 2002 Series, due December 3], 2032 175 175
7.11% debentures 2003 Series, due March 7, 2033 150 150

Great-West Lifeco Ine.
Subordinated debentures due September 19, 2011 bearing a fixed rate of 8% until
2006 and, thereafter, at a rate equal to the Canadian 90-day Bankers’
Acceptance rate plus 1%, unsecured 253 256
Subordinated debentures due December 11, 2013 bearing a fixed rate of 5.80%
until 2008 and. thereafter. at a rate equal to the Canadian 90-day Bankers’

Acceptance rate plus 1%, unsecured 204 206
6.75% debentures due August 10, 2015, unsecured 200 200
6.14% debentures due March 21, 2018, unsecured 200 200
6.40% subordinated debentures due December 11, 2028, unsecured 101 101
6.74% debentures due November 24, 2031, unsecured 200 200
6.67% debentures due March 21, 2033, unsecured 400 400
6.625% deferrable debentures due November 15, 2034, unsecured [US$175 million} 197 205
7.153% subordinated debentures due May 16, 2046, unsecured [US$300 million] 336 -
Other notes payable with interest rate of 8.0% 8

Other
Termn loan at prime plus a premium varying between 1.0% and 1.5% or Bankers’
Acceptance plus a premium varying between 2.0% and 2.5% due May 13, 2013 50 50
3,599 3.427

During the second quarter of 2006, Lifeco issued $336 million (US$300 million} in Fixed/Adjustable Rate Enhanced Capital Advantaged
Subordinated Debentures through its wholly owned subsidiary, Great-West Life & Annuity Capital, LP T1. The subordinated debentures are
due May 16, 2046 and bear an annual interest rate of 7.153% until May 16, 2016. After May 16, 2016, the subordinated debentures will bear an
interest rate of 2.538% plus the 3-month LIBOR rate. The subordinated debentures are redeemable at the principal amount plus any accrued
and unpaid interest after May 16, 2016.
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NOTE 3 CAPITAL TRUST SECURITIES AND DEBENTURES
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JUNE 30, DECEMBER 31,
2006 2005
Capital trust debentures

5.995% senior debentures due December 31, 2052, unsecured [GWLCT] 350 350
6.679% senior debentures due June 30, 2052, unsecured [CLCT] 300 300
7.529% senior debentures due June 30, 2052, unsecured [CLCT] 150 150
800 800

Acquisition related fair market value adjustment 32 34
Capital trust securities held by consoltdated group as temporary investments (185) (186)
647 648

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance Company (Great-West Life), had issued
$350 million of capital trust securities, the proceeds of which were used by GWLCT to purchase Great-West Life senior debentures in the
amount of $350 million, and Canada Life Capital Trust (CLCT), a trust established by The Canada Life Assurance Company {Canada Life).
had issued $450 million of capital trust securities, the proceeds of which were used by CLCT to purchase Canada Life senior debentures in
the amount of $450 million.

NOTE 4 CAPITAL STOCK AND STOCK OPTION PLAN

STATED CAPITAL

JUNE 30, DECEMBER 31,

2006 2005
Non-participating shares
Cumulative Redeemable First Preferred Shares, 1986 Series
Authorized — Unlimited number of shares
Issued — 899,878 shares 45 45
Series A First Preferred Shares
Authorized and issued — 6,000,000 shares 150 150
Series B First Preferred Shares
Authorized and issued — 8,000,000 shares 200 200
Series C First Preferred Shares
Authorized and issued = 6,000,000 shares 150 150
Series D First Preferred Shares
Authorized and issued — 10,000,000 shares 250 250
795 795

Participating shares
Participating Preferred Shares

Authorized — Unlimited number of shares

Issued — 48,854,772 shares 27 27
Subordinate Voting Shares

Authorized — Unlimited number of shares

[ssued — 401,749,709 [2005 — 400,264,694] shares 405 390

432 417
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NOTE 4

STOCK-BASED COMPENSATION

CAPITAL STOCK AND STOCK OPTION PLAN [coNTINUED]

During the second quarter of 2006, 1,342,075 options were granted under the Corporation’s stock option plan (no options were granted in

the first quarter of 2006).

During the first quarter of 2005, 1,192,500 options were granted under the Corperation’s stock option plan (no options were granted in the

second quarter of 2005).
The fair value of these options was estimated using the Black-Scholes option-pricing model with the following assumptions:
2006 2005

Dividend yield 2.3% 1L.9%
Expected volatility 19.0% 24.0%
Risk-free interest rate 4.3% 4.1%
Expected life [years] 7 7
Fair value per option granted [$/option] $7.29 $8.64

In addition, stock options were also granted by subsidiaries during the six months ended June 30, 2006. Compensation expense relating to
stock options granted by the Corporation and its subsidiaries amounted to $9 million in the second quarter of 2006 ($6 million in 2005) and

$16 million for the six months ended June 30, 2006 {$12 million in 2005).

Options were outstanding at June 30, 2006 to purchase, until May 16, 2016, up to an aggregate of 13,051,270 subordinate voting shares at
various prices from $11.3625 to $33.285 per share, During the three months ended June 30, 2006, 200.000 suberdinate voting shares (410,130 in
2005) were issued under the Corporation’s plan for an aggregate consideration of $4 million (§2 million in 2005). During the six months ended
2006, 1,485,015 subordinate voting shares (3,365,075 in 2005) were issued for an aggregate consideration of $15 million ($19 million in 2005),

NOTE 5 FINANCING CHARGES

Financing charges include interest on debentures and other borrowings, together with distributions and interest on capital trust securities

and debentures, and dividends on preferred shares classified as liabilities,

THREE MONTHS ENDED SIX MONTHS ENDED

JUNE 30 JUNE 30

2006 2005 2006 2005

Interest on debentures and other borrowings 58 59 112 117

Preferred share dividends 18 17 37 36

Interest on capital trust debentures 12 12 24 24
Distributions on capital trust securities held by consolidated

group as temporary investments (2} (2) (5) (5)
86 86 168 172

NOTE 6 OTHER INCOME [CHARGES], NET
THREE MONTHS ENDED S1X MONTHS ENDED
JUNE 30 JUNE 30
2006 2005 2006 2005
Share of Pargesa’s non-operating earnings (13) 9 (13) 10
Restructuring costs — Lifeco - {11) - (18)
Other 5 - 5 2
(8) (2) (8) ()
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NOTE 7 EARNINGS PER SHARE

The following is a reconciliation of the numerators and the denominators of the basic and diluted earnings per participating
share computations:

THREE MONTHS ENDED 51X MONTHS ENDED
JUNE 30 JUNE 30
2006 2005 2006 2005
Net earnings 341 294 595 526
Dividends on non-participating shares (10) (7) (21) {15)
Net earnings available to participating shareholders 331 287 574 511
Weighted number of participating shares outstanding [millions]

— Basic 450.5 448.0 450.0 447.1
Exercise of stock options 10.4 12.7 10.4 12.7
Shares assumed to be repurchased with proceeds from

exercise of stock options (5.5) (6.2) (5.4) (6.2)
Weighted number of participating shares outstanding [millions]

— Diluted 455.4 454.5 455.0 453.6

NOTE 8

The total benefit costs included in operating expenses are as follows:

PENSION PLANS AND OTHER POST-RETIREMENT BENEFITS

THREE MONTHS ENDED SIX MONTHS ENDED

JUNE 30 JUNE 30

2006 2005 2006 2005

Pension plans 19 19 47 40
Other post-retirement benefits 7 14 16 26
26 33 63 66
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NOTE 9 SECURITYIZATIONS

During the second quarter of 2006, IGM Financial Inc. (IGM) securitized $550 million (2005 — $83 million) of residential mortgages
through sales to commercial paper conduits that in turn issued securities to investors and received net cash proceeds of $547 million
(2005 — $82 million). IGM's retained interest in the securitized loans was valued at $6 million (2005 — $3 million). A pre-tax loss on sale
of $3 million (2005 — gain of $1 million) was recognized and reported in Net investment income in the Consclidated Statements of Earnings.

During the six months ended June 30, 2006, IGM securitized $636 million (2005 — $132 million) of residential mortgages through sales to
commercial paper conduits that in turn issued securities to investors and received net cash proceeds of $633 million (2005 — $131 million).
IGM's retained interest in the securitized loans was valued at $8 million (2005 — $4 million). A pre-tax loss on sale of $2 million (2005 — gain
of 82 million) was recognized and reported in Net investment income in the Consolidated Statements of Earnings.
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NOTE 10 SEGMENTED INFORMATION

INFORMATICN ON PROFIT MEASURE
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THREE MONTHS ENDED JUNE 30, 2006 LIFECO 1GM PARICINTCO OTHER TOTAL

Revenues
Premium income 4,444 4,444
Net investment income 1,516 50 33 1,599
Fees and media income 667 587 93 1,347
6,627 637 - 126 7,390

Expenses
Insurance claims 4,959 4,959
Commissions 332 206 (6) 532
Operating expenses 612 142 124 878
Financing charges 51 22 13 86
| 5,954 370 - 131 6,455
673 267 - (5) 935
Share of earnings of affiliates - - 72 (4) 68

Other income [charges], net - - (13) 5 (8)

Earnings before the following: 673 267 59 {4) 995
Income taxes 136 66 - - 202
Non-controlling interests 322 126 20 (16) 452
Contribution to consolidated net earnings 215 75 39 12 341

INFORMATION ON PROFIT MEASURE

THREE MONTHS ENDED JUNE 30, 2005 LIFECO IGM FARJOINTCO OTHER TOTAL
Revenues
Premijum income 3,784 3,784
Net investment income 1.327 47 10 1.384
Fees and media income 620 532 95 1247
5.731 79 - 105 6415
Expenses
Insurance claims 4,081 4,081
Commissions 331 177 (4 504
Operating expenses 621 136 122 879
Financing charges 49 23 14 86
5,082 336 - 132 5.550
649 243 - 27 865
Share of earnings of affiliates - - 52 (2) 50
Other income [charges]. net (1) - 9 - (2)
Barnings before the following: 638 243 61 (29) 913
Income taxes 152 74 - 6 232
Non-controlling interests 276 107 21 17) 387
Contribution to consolidated net earnings 210 62 40 (18) 294
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NOTE 10

SEGMENTED INFORMATION [CONTINUED]

INFORMATION ON PROFIT MEASURE

SIX MONTHS ENDED JUNE 30, 2006 LIFECO iGM PARICINTCO OTHER TGTAL
Revenues
Premium income 8,139 8,139
Net investment income 2,839 107 39 2,985
Fees and media income 1,324 1,176 182 2,682
12,302 1,283 - 221 13,806
Expenses
Insurance claims 8,960 8,960
Commissions 674 408 (13) 1,069
QOperating expenses 1,238 291 253 1,782
Financing charges 98 44 26 168
10,970 743 - 266 11,979
1,332 540 - (45) 1.827
Share of earnings of affiliates - - 82 ()] 75
Other income [charges], net - - (13) 5 (8)
Earnings before the following: 1,332 540 69 (47) 1,894
Income taxes 305 153 - 1 459
Non-controlling interests 604 244 23 (31) 840
Contribution to consolidated net earnings 423 143 46 (17) 595
INFORMATION ON PROFIT MEASURE
SIX MONTHS ENDED JUNE 30, 2005 LIFECO 1GM PARJOINTCO OTHER TOTAL
Revenues
Premium income 8.344 8.344
Net investment income 2,619 97 9 2,725
Fees and media income 1202 532 184 2441
12,165 1,152 - 193 13,510
Expenses
Insurance claims 8,897 8897
Commissions 660 353 (11) 1.002
Operating expenses 1,251 279 246 1,776
Financing charges 97 45 30 172
10,905 677 - 265 11,847
1.260 475 - (72) 1.663
Share of earnings of affiliates - - 63 (5) 58
Other income [charges], net (18) - 10 2 (6)
Earnings before the following: 1,242 475 7 (75) 1,715
Income taxes 301 145 - 7 453
Non-controlling interests 535 208 25 (32) 736
Contribution to consolidated net earnings 406 122 48 (50) 526
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NOTE 11 ACQUISITIONS

During the second quarter of 2006, Canada Life, through its wholly owned United Kingdom subsidiary, Canada Life Limited, reached
an agreement to acquire the non-participating payout annuity business of The Equitable Life Assurance Society in the United Kingdom.
Under the terms of the agreement, Canada Life Limited assumed this business on an indemnity reinsurance basis with an effective date of
January 1, 2006. Arrangements are being made to transfer the policies to Lifeco and the transfer is expected to be completed in the first quarter
of 2007, subject to regulatory and court approval. The transaction resulted in an increase in funds held by ceding insurers and a corresponding
increase in policyholder liabilities of $9.4 billion {£4.6 billion) on the consolidated balance sheet at June 30, 2006.

During the second quarter of 2006, Great-West Life & Annuity Insurance Company entered into an agreement to acquire several parts of the
full service-bundled, small and midsize 401(k). as well as some defined benefit plan business, of Metropolitan Life Insurance Company and
its affiliates. The acquisition also includes the associated dedicated distribution group, including wholesalers, relationship managers and
sales associates, The transaction is expected to close in the fourth quarter of 2006, subject to regulatory approval in the United States, and
is expected to increase assets and policyholder liabilities by approximately $1.6 billion (US$L.4 billien) on the consolidated balance sheet.
In addition, Lifeco will receive fee income by providing administrative services and record-keeping functions on approximately $6.8 billion
(US$6.1 billien) of participant account values.

On April 24, 2006, Crown Life Insurance Company (Crown Life} served notice, pursuant to the terms of the 1999 acquisition of the majority
of the insurance operations of Crown Life by Canada Life, commencing a process under which Canada Life may be required to acquire
the common shares of Crown Life. This transaction is not expected to have a material impact on the financial position of the Corporation.

NOTE 12 SUBSEQUENT EVENTS

On May 25, 2006, Groupe Bruxelles Lambert (GBL), Pargesa's affiliated Belgian holding company, and Bertelsmann AG announced that they
had reached an agreement in principle. pursuant to which GBL would sell back to Bertelsmann AG its 25.1% equity interest in that company
for cash consideration of €4.5 billion. This transaction was completed on July 4, 2006, Power Financial Corporation’s share of the gain recorded
as a result of this transaction will amount to approximately $350 million (representing approximately $230 million for the Power Corporation),
which will be recorded by the Corporation in the third quarter of 2006.

On July 18, 2006, Power Financial Corporation announced that it had agreed to issue 8.000,000 Non-cumulative First Preferred Shares, Series L,
for gross proceeds of $200 million. The Preferred Shares, priced at $25 per share, carry an annual dividend yield of 5,10%. Closing is expected
on August 4, 2006.

In July 2606, the Corporation committed to invest up to €200 million (approximately $285 million) in Sagard 2. a private equity fund.
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POWER FINANCIAL CORPORATION

PART B

MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATING RESULTS

Page B2

FINANCIAL STATEMENTS AND NOTES

Page B13

JIUNE 30, 2006

The attached documents concerning Power Financial Corporation are documents prepared and publicly disclosed
by such subsidiary. Certain statements in the attached documents, other than statements of historical fact, are
forward-looking statements based on certain assumptions and the current expectations of the subsidiary as set
forth therein. The reader is cautioned to consider these statements carefully and not to put undue refiance on
forward-looking statements. For further information provided by the subsidiary as to the material factors that
could cause actual results to differ materially from a conclusion, forecast or projection in the forward-looking
information and the material factors and assumptions that were applied in drawing a conclusion or making a
forecast or projection set out in the forward-looking information, please see the attached documents, including
the section entitled Forward-Looking Statements.
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POWER FINANCIAL CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATING RESULTS

ALL TABULAR AMOUNTS ARE IN MILLICGNS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.

The following is a discussion and analysis of the interim consolidated financial position and results of operations of Power Financial Corporation

(Power Financial or the Corporation) for the three-month and six-month periods ended June 30, 2006 (the Interim MD& A). This document

should be read in conjunction with the unaudited interim consolidated financial statements of Power Financial and notes thereto for the three-
. month and six-month periods ended june 30, 2006, management’s discussion and analysis of operating results for the year ended December
31, 2005 (the 2005 MD&A), and the consolidated financial statements and notes thereto for the year ended December 31, 2005. Additional
information relating to Power Financial, including the Annual Information Form, may be found on SEDAR at www.sedar.com.

FORWARD-LOOKING STATEMENTS » Certain statements, other than statements of historical fact, are forward-leoking statements based on certain assumptions and

reilect the Corporation’s or its subsidiaries' and affiliate’s current expectations. These statements may inchude, without limitation, statements regarding the operations, busi-

ness, financial condition, priorities, ongoing objectives, strategies and outlook of Power Financial or its subsidiaries and affiliate for the current fiscal year and subsequent
----- = periods. Forward-tooking statements include statements that are predietive in nature, depend upon or refer to future events or conditions, or include words such as "expects”,
“anticipates”, “plans”, "believes”, “estimates”, “intends”, “targets”, “projects”, “forecasts” or negative versions thereofand other similar expressions. ot future or conditional verbs
such as “may”, “will”, "shontd”, “would™ and “could”,
This information is based upon certain material factors or assumptions that were apptied in drawing a conclusion or making a forecast or projection as reflected in the
forward-looking statements, including the perception of historical trends, current conditions and expected future developments, as well as other factors that are believed
10 be appropriate in the circumstances.

Actual results could differ materizlly from those projected and should not be relied upon as a prediction of future events. By its nature. this information is subject to inherent
risks and uncertainties that may be general ar specific. A variety of material factors. many of which are beyond the Corporation’s or its subsidiaries’ and affiliate’s control,
affect the operations, performance and results of the Corporation, its subsidiaries and affiliate, and their businesses, and could cause actual resulis to differ materially from
current expectations of ystimated or anticipated events or results. These factors include, bul are not limited to: the impact or unanticipated impact of general cconomic.
political and market factors in North America and internationally, interest and foretgn exchange rates. global equity and capital markets, management of market liquidity
and funding risks, changes in accounting policies and methods used to report financial conditien. including uncertainties associated with critical accounting assumptions
and estimates, the efiect of applying future accounting changes, business competition, technological change, changes in government regulation and legislation. changes in

tax laws, unexpected judicial or regulatory proceedings, catastrophic events. the Corporation’s or its subsidiaries” or affiliate’s ability to complete strategic transactions and l
integrate acquisitions and the Corporation’s or its subsidiaries” and affiliate’s success in anticipating and managing the foregeing risks.

The reader is cautioned that the foregoing list of factors is not exhaustive of the factors that may affect any of the Corporation’s or its subsidiaries and affiliate’s forward-looking
statements. The reader is also cautioned to consider these and other factors carefully and not to put undue reliance on forward-looking statements.

Other than as specifically required by law, the Corporation undertakes no obligation to update any forward-looking statement to reflect events or circumstances after the date
on which such statement is made, or to reflect the occurrence of unanticipated events, whether as a result of new information, future events or results. or otherwise.

Lg POWER FINANCIAL CORPORATION

Additional information about the risks and uncertainties of the Corporation’s business is provided in its disclosure materials, including its most recent Annual Information
Form, filed with the securities regulatory authorities in Canada, available at www.sedar.com.

OVERVIEW

Power Financial is a holding company with substantial interests in the financial services industry through its controlling interests in Great-
West Lifeco Inc. (Lifeco) and IGM Financial Inc. (IGM). Power Financial also holds an interest in Pargesa Holding S.A. (Pargesa). together
with the Frére group of Belgium.

Parts C and D of this interim MD&A concerning Lifeco and IGM consist of their respective interim MD&A and financial statements,
as prepared and disclosed by these companies. This information is also available either directly from SEDAR or from the Web site of Lifeco
{www.greatwestlifeco.com) or IGM (www.igmfinancial.com), respectively.

As in previous years, Pargesa will release its six-month results during the month of September and, consequently, specific information retat-
ing to this company is not disclosed herein. The contribution from Parjointco N.V. (Parjointco) (which holds Power Financial’s interest in
Pargesa) reflected in the interim unaudited consolidated financial statements of Power Financial for the periods ended June 30, 2006, has
therefore been established on the basis of estimated figures. In accordance with the practice adopted by Power Financial in prior years, any 1
difference between this estimated contribution and actual figures resulting from the release by Pargesa of its six-months’ results in September
will be recorded by Power Financial in the third quarter of 2006. For more information about Pargesa, readers can access Pargesa’s Web site
(www.pargesa.ch),

LIFECO

Lifeco has operations in Canada, the United States and Europe through its subsidiaries The Great-West Life Assurance Company (Great-West
Life). London Life Insurance Company (London Life), The Canada Life Assurance Company (Canada Life), and Great-West Life & Annuity
Insurance Company (GWL&A).

In Canada, Great-West Life and its operating subsidiaries, London Life and Canada Life, offer a broad portfolio of financial and benefit plan
solutions for individuais, families, businesses and organizations. through a network of Freedom 55 Financial and Great-West Life financial
security advisers, and through a multi-channel network of brokers, advisers and financial institutions.
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Inthe United States, GWL&A is a leader in providing self-funded employee health plans for businesses and in meeting the retirement income
needs of employees in the public/non-profit and corporate sectors. It serves its customers nationwide through a range of health care and
financial products and services marketed through brokers, consultants and group representatives, and through partnerships with other
financial institutions.

InEurope, Canada Life is broadly crganized along geographically defined market segments and offers protection and wealth management
products and reinsurance. The Europe segment is composed of two distinct business units: Insurance & Annuities, which consists
of operations in the United Kingdom, Isle of Man, Republic of Ireland and Germany; and Reinsurance, which operates primarily in the
United States, Barbados and Ireland. Reinsurance products are provided through Canada Life, London Reinsurance Group Inc. (LRG), and
their subsidiaries.

At the end of June 2006, Power Financial and IGM held 70.6% and 4.2%, respectively, of Lifeco’s common shares, representing approximately
65% of the voting rights attached to all outstanding Lifeco voting shares.

1GM

IGM is one of Canada’s premier personal financial services companies and Canada’s largest manager and distributor of mutual funds and
other managed asset products. Its activities are carried out principally through its operating subsidiaries, Investors Group Inc. (Investors
Group), Mackenzie Financial Corporation {Mackenzie), and Investment Planning Counsel Inc. {Investment Planning Counsel), which offer
their own distinctive products and services through separate advice channels.

Investors Group, through a network of aver 3,700 consultants nationwide (at June 30, 2006). offers comprehensive financial planning advice and
services toits clients, including investment, retirement, estate and tax planning. Investors Group offers investment management, securities.
insurance, banking and mortgage products and services to its clients through integrated financial planning.

Mackenzie is aleading investment management firm that was founded in 1967. Mackenzie provides investment advisory and related services.
Mackenzie also provides management services to institutional accounts and provides trust and administrative services.

Investment Planning Counsel is an integrated financial services company focused on providing Canadians with high-quality financial
products, services and advice, while helping them achieve their financial objectives. Investment Planning Counsel is the fifth largest financial
planning firm in Canada.

At the end of Jurie 2006, Power Financial and Great-West Life held 55.9% and 3.5%, respectively, of IGM’s common shares.

PARGESA

Power Financial Europe BV, a wholly owned subsidiary of Power Financial, and the Frére group each hold a 50% interest in Parjointco,
which at the end of June 2006 held a 54.1% equity interest in Pargesa, representing 614% of the voting rights of that company.
As previously disclosed, on March 30, 2006, Pargesa announced the issue and placement of SF600 million debentures convertible intc new
Pargesa bearer shares, through a public offering in Switzerland and an international private placement to institutional investors. Pargesa
stated at the time that it intended to use the proceeds of the offering to subscribe to its 50% share of the €709 million capital increase previously
announced by Groupe Bruxelles Lambert (GBL). Concurrently with this offering, Pargesa also issued SF60 million debentures convertible into
new registered shares, which was fully subscribed by existing registered shareholders of Pargesa. including Parjointco.

The Pargesa group has substantial holdings in major companies based in Europe. These investments are held by Pargesa directly or through
its affiliated Belgian holding company, GBL. As of June 30, 2006, its portfolio was composed of interests in various sectors, including oil, gas
and chemicals through Total S§.A. (Total): energy, water and waste services through Suez; specialty minerals through Imerys; and cement
and building materials through Lafarge, in which GBL made its first investments during the second part of 2005. GBL announced on May 22,
2006 that it had crossed the 10% threshold in equity interest in Lafarge.

As previously disclosed, GBL sold back to Bertelsmann its 25.1% equity interest in that company for cash consideration of €4.5 billion on July 4,
2006. GBL also disclosed that it would record a gain of approximately €2.4 billion as a result of this transaction. On that basis, Power Financial
will record a gain of approximately $350 million, which will be recorded by Power Financial in the third quarter of 2606.

OUTSTANDING NUMBER OF COMMON SHARES

As of the date of this report. there were 704,813,680 common shares of the Corporation outstanding, unchanged from December 31, 2005.
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POWER FINANCIAL CORPORATION

BASIS OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES

The Consolidated Financial Statements of the Corporation have been prepared in accordance with generally accepted accounting principles
in Canada (Canadian GAAP) and are presented in Canadian dollars.

INCLUSION OF PARGESA’S RESULTS

The investment in Pargesa is accounted for by Power Financial under the equity method. As described above, the Pargesa pertfolio consists
primarily of investments in Imerys, Bertelsmann (sold in July 2006). Total, Suez and Lafarge, which are held by Pargesa directly or through GBL.
In the statement of earnings of GBL, the contribution from Total, Suez and Lafarge consists of the dividends received from these companies
{Lafarge did not contribute to earnings in 2005 as the investments were made by GBL after Lafarge paid its annual dividend).

As previously disclosed, Pargesa, which previously prepared its financial statements in accordance with Swiss generally accepted accounting
principles, adopted IFRS at the end of 2005 and accordingly restated its 2005 interim financial results. As a result of adopting IFRS, Pargesa
no longer amortizes goodwill in the preparation of its financial statements.

The contribution to Power Financial's earnings is based on the economic {flow-through) presentation of results used by Pargesa. Pursuant
to this presentation, “operating income” and “non-operating income” are presented separately by Pargesa. Power Financial’s share of non-
operating income of Pargesa, after adjustments or reclassifications if necessary, is included as part of Other income in the Corporation’s
financial statements.

CONTRIBUTION FOR THE THREE-MONTH AND SIX-MONTH PERIODS ENDED JUNE 30, 2006

As explained above, the contribution from the European affiliate for the three-month and six-month periods ended June 30, 2006 reflected
in the unaudited interim consolidated financial statements of Power Financial has been established on the basis of estimated figures.
In accordance with the practice adopted by Power Financial in previous years, any difference between this estimated contribution and actual
figures disclosed in the release by Pargesa of its six-month results in September — including the estimated contribution to earnings from
Bertelsmann for the second quarter — will be recorded by Power Financial in the third quarter (please refer to the table “Summary of Quarterly
Results” — footnote 2 later in this section for the impact of such adjustments on Power Financial's earnings in 2005 and 2004).

RESULTS OF POWER FINANCIAL CORPORATION

This section is an overview of the results of Power Financial. In this section, consistent with past practice, the contributions from Lifeco and IGM,
which represent most of the earnings of Power Financial, are accounted for using the equity method in order to facilitate the discussion
and analysis. This presentation has no impact on Power Financial’s net earnings and is intended to assist readers in their analysis of the
results of the Corporation.

NON-GAAP FINANCIAL MEASURES
In analysing the financial results of the Corporation and consistent with the presentation in previous years, net earnings are subdivided in
this section into the following components:
} operating earnings; and
> other items, which includes, but is not limited to, the impact on the Corporation’s net earnings of “Other income” as per the
financial statements.
Management has used these performance measures for many years in its presentation and analysis of the financial performance of Power

Financial, and believes that they provide additional meaningful information to readers in their analysis of the results of the Corporation.

“Operating earnings” excludes the after-tax impact of any item that management considers to be of a non-recurring nature or that
could make the period-over-period comparison of results from operations less meaningful, and also excludes the Corporation’s share
of any such item presented in a comparable manner by Lifeco or IGM. Operating earnings and operating earnings per share are non-
GAAP financial measures that do not have a standard meaning and may not be comparable to similar measures used by other entities.
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The following table shows a reconciliation

of the non-GAAP financial measures discussed above with the financial statements of

Power Financial.
THREE MONTHS ENDED JUNE 30 2006 2005
OTHER AS PER OTHER AS PER
OPERATING ITEMS, FINANCIAL OPERATING ITEMS, FINANCIAL
EARNINGS NET STATEMENTS EARKNINGS NET STATEMENTS
Earnings before share of earnings of
affiliate, other income, income taxes
and non-controlling interests 902 902 854 854
Share of earnings of affiliate 72 72 52 52
Earnings before other income. income taxes
and non-controlling interests 974 974 906 206
Other income [charges] (13) (13) (2) (2}
Earnings before income taxes and
non-controlling interests 974 {13) 961 906 (2) 904
Income taxes 210 (8) 202 228 (2) 226
Non-controlling interests 281 281 229 (2) 227
Net earnings 483 (5) 478 449 2 451
Per share 0.66 (0.01) 0.65 0.62 - 0.62
SIX MONTHS ENDED JUNE 30 2006 2005
QTHER AS PER OTHER AS PER
OPERATING {TEMS, FINANCIAL OPERATING ITEMS, FINANCIAL
EARNINGS MET  STATEMENTS EARNINGS NET STATEMENTS
Earnings before share of earnings of
affiliate, other incame, income taxes
and non-controlling interests 1,796 1,796 1,661 1661
Share of earnings of affiliate 82 82 63 63
Earnings before other income, income taxes
and non-controlling interests 1,878 1,878 1724 1.724
Other income [charges] (13) (13) (8 (8)
Earnings before income taxes and
non-controlling interests 1,878 (13) 1,865 1.724 (8) 1716
Income taxes 466 (8) 458 451 (5) 446
Non-controlling interests 521 521 443 (3) 440
Net earnings 891 (5) 886 830 - 830
Per share 1.22 (0.01) 1.21 1.14 - 1.14
REVIEW OF FINANCIAL PERFORMANCE
EARNINGS SUMMARY — CONDENSED SUPPLEMENTARY STATEMENTS OF EARNINGS
SIX MONTHS ENDED JUNE 30 THREE MONTHS ENDED JUNE 30
2006 2005 2006 2005
PER PER PER PER
TOTALM SHARE TOTALM SHARE TOTALIM SHARE TOTALM SHARE
Contribution from substdiaries
and affiliate to operating earnings 927 869 501 470
Results from corporate activities (29) (32) (15} {18)
Sub-total 898 837 486 452
Dividends on preferred shares, Series Cand ] (7 (7} (3} (3
Operating earnings?l 891 1.22 830 1.14 483 0.66 449 0.62
Other items {5) (0.01) (5) (0.01) 2 -
Net earnings 886 1.21 830 1.14 478 0.65 451 0.62
[1] Before dividends on perpetuat preferred shares issued by the Corporation, which amounted to 316 million and $13 million in the second quarters of 2006 and 2005,
respectively, and to $32 million and $26 millian in the six-month periods of 2006 and 2005, respectively.
[2] Operating earnings per share are calculated after deducting perpetual preferred share dividends (see above) from aperating earnings.
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OPERATING EARNINGS

Operating earnings for the six-month period ended june 30, 2006 were $891 million. or $1.22 per share, compared with $830 million or
$1.14 per share in the corresponding period of 2005. This represents a 6.7% increase on a per share basis.

For the three-month period ended June 30, 2006, operating earnings were $483 million, or $0.66 per share, compared with $449 million or
$0.62 per share in the same period in 2005, which represents an increase of 7.1% on a per share basis.

SHARE OF OPERATING EARNINGS FROM SUBSIDIARIES AND AFFILIATE

Power Financial's share of operating earnings from its subsidiaries and affiliate increased by 6.7% in the six-month period ended June 30, 2006,
compared with the same period in 2005, from $869 million to $927 million. For the second quarter in 2006, compared with the corresponding
period in 2005, the increase was 6.6% (from $470 million in 2005 to $501 million in 2006).

)

Lifeco’s contribution to operating earnings was $638 million for the six-month period in 2006, compared with $621 million for the cor-
responding period in 2005. For the second quarter, the contribution from Lifeco to operating earnings was $325 million in 2006, compared
with $322 million in 2005.

Lifeco reported net earnings attributable to common shareholders of $907 million or $1.017 per share for the six-month period in 2006,
compared with adjusted net earnings of $878 million or $0.986 per share in the corresponding period in 2005. This represents an increase
of 3% on a per share basis. For the second quarter, Lifeco reported net earnings of $461 million or $0.516 per share in 2006, compared with
adjusted earnings of $455 million or $0.511 per share in 2005, an increase of 1% on a per share basis.

Lifeco’s adjusted net earnings in 2005 exclude the after-tax impact of restructuring costs related to the acquisition of Canada Life, which
amounted to $13 million after tax or $0.015 per share in the six-month period, and $9 million or $0.011 per share in the second quarter.
These restructuring costs were recorded by Power Financial in Other income.

Including the impact of restructuring costs, Lifeco’s net earnings attributable to common shareholders were $865 million or $0.971 per
share in the six-month period ended June 30, 2005, and $446 million or $0.500 per share in the second quarter of 2005. On a per share basis,
this represents increases of 5% and 3%, respectively, for the six-month and three-month periods ended June 30, 2006, compared with the
same periods in 2005.

The contribution from IGM to Power Financial's operating earnings was $207 million for the six-month period in 2006, compared with
$185 million for the same period in 2005. For the three-month periods ended June 30, the contribution from IGM to operating earnings
was $104 million in 2006, compared with $95 million in 2005,

1GM reported earnings attributable to commmeon shareholders, excluding the item mentioned below., of $372.0 million or $1.39 per share on
a diluted basis for the six-month period in 2006, compared with $328.6 million or $1.23 per share in the same period in 2005, an increase
of 13.0% on a per share basis. For the second quarter, IGM reported adjusted net earnings attributable to commeon shareholders of
$186.7 million or $0.70 per share in 2006, compared with $167.9 million or $0.63 per share in 2005, for an increase of 11.1% on a per share basis.

The figures above exclude, in 2006, a $13.7 million ($0.05 per share) non-cash income tax benefit recorded by IGM in the second quarter,
as described in more detail in Part D of this report related te IGM. Including this item, net earnings to commen shareholders were
$385.7 million or $1.44 per share, and $200.4 million or $0.75 per share in the six-month and three-month periods ended June 30, 2006,
respectively. Power Financial's share of this item is not included in the contribution from IGM to the Corporation’s operating earnings.

‘The contribution from the European affiliate to Power Financial's operating earnings, which. as explained above, is based on estimates, was
$82 million in the six-month period ended June 30, 2006, compared with $63 million in the corresponding period in 2005. As in previous
years, the contribution includes, in the second quarter, Pargesa’s estimated share of dividends received by GBL from Total (final installment
related to previous fiscal year) and Suez (annual dividend), which both increased in 2006 compared to last year. It also includes, for the
first time in 2006, its share of the dividends received by GBL from its investment in Lafarge.

As in 2005, GBL alsc received from Bertelsmann in the second quarter of 2006, for the last time, a cash dividend of €120 million. Pargesa’s
share of the portion of this dividend which, from an accounting standpoint, is considered as a preferred dividend and thus recorded as
income, is estimated, as previously disclosed, at SF37 million in 2006 (SF30 million in 2005),
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RESULTS FROM CORPORATE ACTIVITIES

Results from corporate activities, before dividends on preferred shares Series C and J. were net charges of $29 million and $32 million in the
six-month periods of 2006 and 2005, respectively. For the second quarter, corporate results were a net charge of $15 million in 2006, compared
with a net charge of $18 million in the second quarter of 2005. The variance reflects, in particular, higher income from investments in 2006
compared with 2005, resulting primarily from an increase in both average cash balances and returns, and lower interest expense. resulting
primarily from the redemption of the $150 million debentures early in January 2006.

Dividends on preferred shares, Series C and ], which are classified as financing charges, amounted to $7 million and $3 million in the six-month
and three-month periods, respectively, of both 2006 and 2005,

OTHER ITEMS

In hoth the six-month and three-month periods ended June 30, 2006, other items not included in operating earnings were a net charge of
$5 million or $0.01 per share, consisting of Power Financial's share of estimated non-operating earnings of Pargesa, partly reduced by its share
of the tax benefit recorded by IGM. Power Financial's share of non-operating earnings at Pargesa, which is a charge of $13 million, includes
in particular a charge of $11 million representing the Corporation’s share of charges recorded by Imerys in the second quarter in connection
with the reorganization of its UK. kaolin operations.

1n 2005, other items were respectively nil and $2 million in the six-month and three-month periods, and included Power Financial's share of
restructuring costs recorded by Lifeco, as well as its share of Pargesa’s estimated non-operating earnings.

NET EARNINGS

Net earnings for the six-month period ended June 30, 2006 were $886 million or $1.21 per share, compared with $830 million or $1.14 per
share in the corresponding period in 2005. For the second quarter ended June 30, net earnings were $478 million or $0.65 per share in 2006,
compared with $451 million or $0.62 per share in 2005.

FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES

CONDENSED SUPPLEMENTARY BALANCE SHEET
JUNE 39, CECEMBER 31, JUNE 30, DECEMBER 31,
2006 2005 2006 2005
CONSOLIDATED BASIS EQUITY BASISHI
Assets
Cash and cash equivalents 4,764 4,642 532 613
Investments at equity 1,575 1,501 10,231 9,807
Other investments 88,570 86,836
Other assets 26,840 17,917 74 73
Total 121,749 110,896 10,837 10,493
Liabilities
Policy liabilities
Actuarial Habilities 81,105 71,263
Other 4,159 3,787
Other liabilities 13,932 14,483 409 395
Preferred shares of the Corporation 300 300 300 300
Preferred shares of subsidiaries 1,344 1,356
Capital trust securities and debentures 647 648
Debentures and other borrowings 3,552 3,377 250 400
105,039 95214 959 1,095
Non-controlling interests 6,832 6,284
Sharcholders’ equity
Perpetual preferred shares 1,200 1,200 1,200 1,200
Common shareholders’ equity 8,678 8,198 8.678 8,198
Total 121,749 110.89%6 10,837 10,493
Consolidated assets and assets under administration 206,256 280,170
[1] Condensed supplementary batance sheet of the Corparation with Lifeco and (GM accounted for using the equity method.
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CONSOLIDATED BASIS

The consolidated balance sheets include Lifeco’s and IGM’s assets and liabilities. Please refer to Parts C and D of this Interim MD&A related
to these subsidiaries, which respectively include a presentation of their balance sheets.

Total assets increased to $121,749 million at June 30, 2006, compared with $110,896 million at December 31, 2005. The increase in assets
is attributable to Lifeco and results primarily from an increase in funds held by ceding insurers of approximately $9.4 billion as a result of
the agreement to acquire the non-participating payout annuity business of the Equitable Life Assurance Society in the United Kingdom.

Preferred shares of the Corporation included in Habilities represent the two series of soft-retractable preferred shares (Series C and J), while
preferred shares of subsidiaries represent soft-retractable preferred shares issued by Lifeco and IGM. Perpetual preferred shares issued by
subsidiaries are classified under Non-controlling interests.

Assets under administration include segregated funds of Lifeco and IGM's mutual fund assets, at market values. The market value of Lifeco’s
segregated funds was $78 billion at the end of June 2006, compared with $75 billion at the end of 2005. IGM's mutual fund assets at market
value, including those of Mackenzie and Investment Planning Counsel, were $96 billion at June 30, 2006, compared with $94 billion at the
end of 2005.

EQUITY BASIS

Under the equity basis presentation, Lifeco and IGM are accounted for using the equity method. This presentation has no impact on Power
Financial's shareholders’ equity, but is intended to assist readers in isolating the contribution of Power Financial, as the parent company.
to consolidated assets and liabilities. '

Cash and cash equivalents held by Power Financial amounted to $532 million at the end of June 2006, compared with $613 million at the
end of 2005. As previously disclosed, during the first quarter of 2006, Power Financial repaid the $150 million principal amount of its 7.65%
debentures, which matured on January 5, 2006.

In managing its own cash and cash equivalents, Power Financial may held cash balances or invest in short-term paper or equivalents,
as well as deposits, denominated in foreign currencies and thus be exposed to fluctuations in exchange rates. In order to protect against such
fluctuations, Power Financial from time to time enters into currency-hedging transactions with highly rated financial institutions.

At June 30, 2006, 99% of the $532 million of cash and cash equivalents were denominated in Canadian doliars.

Investments at equity. which represent the carrying value of Power Financial's investments in Lifeco. IGM and Parjointco. increased by
$424 million to $10,23]1 miilion at the end of June 2006, compared with $9,807 million at the end of 2005. This increase is mainly due to:

» Power Financial's share of net earnings from its subsidiaries and affiliate, net of dividends received, for a net amount of $486 million;
and

»  anet negative $38 million variation in foreign currency translation adjustments, related principally to the Cerporation’s indirect invest-
ment in Lifeco's foreign operations and in Pargesa. The net negative variance reflects primarily the increase of the Canadian dollar vs. the
U.S. dollar at June 30, 2006 compared with December 31, 2005,

Debentures issued by the Corporation amounted te $250 million at June 30, 2006, unchanged from March 31, 2006, consisting of the 6.90%
debentures due March 11, 2033, At December 31, 2005, the amount of debentures outstanding was $400 million and included the $150 million
7.65% debentures that were repaid on January 5, 2006.

CASH FLOWS

CONSOLIDATED CASH FLOWS

$IX MONTHS ENDED JUNE 30 THREE MONTHS ENDED JUNE 30

2006 2005 2006 2005

Cash flow from operating activities 1,988 2,831 2,028 1.749
Cash flow from financing activities (153) (534) 278 (316)
Cash flow from investing activities {1,753) (1.850) (1,584} (1.269)
Effect of changes in exchange rates on cash and cash equivalents 40 (98) 10 (72)

Increase in cash and cash equivalents 122 349 732 92

Cash and cash equivalents, beginning of year 4,642 3,623 4,032 3,880

Cash and cash equivalents, end of year 4,764 3972 4,764 3972
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On a consolidated basis, cash and cash equivalents increased by $122 million in the six-month period ended June 30, 2006, compared with an
increase of $349 million in the corresponding period in 2005.

Operating activities produced a net inflow of $1,988 million in the six-month period in 2006, compared with a net inflow of $2,831 million in
the corresponding period in 2005.

»  Forthe sizmonth period in 2006, Lifeco’s cash flow from operations was $1,747 million compared with $2,630 million in 2005. The decrease
in cash flow from pperations is mainly due to lower premium income in United States Financial Services and the reduction and payment
of other liabilities, For the three-month period ended June 30, 2006, cash flow from operations increased compared with the same period
in 2005, due mainly to higher premium income and investment income, partially offset by higher payments to policyholders. In the six-
month period in 2006, cash was used to acquire additional invested assets of $1,722 million supporting pelicy liabilities.

» Qperating activities of IGM, before payment of commissions, generated $451 million in the six-month period ended June 30, 2006, as com-
pared to $403 million in the same pertod in 2005. Cash commissions paid were $204 millicn in the six-month period in 2006, compared
with $194 million in the same period in 2005, and reflect the increase in mutual fund sales over 2005 levels.

Cash ilows from financing activities, which include dividends paid on the Corporation’s common and preferred shares as well as dividends paid
by subsidiaries to non-controlling interests, resuited in a net cutflow of $153 million in the six-month period ended June 30, 2006, compared
with net outflows of $534 million in the corresponding period in 2005.

Financing activities during the six-month period ended June 30, 2006 compared to the same period in 2005 include. in particular:
> Dividends paid on a consolidated basis in 2006 of $562 million. compared with $480 million in 2005.

> Repayment of long-term debt of $150 million, consisting of the redemption by Power Financial of its $150 million debentures that matured
in January 2006,

»  Repurchase for cancellation by subsidiaries of the Corporation of their common shares in the amount of $37 million in 2006, compared
with $39 million in the six-month period in 2005.

» Issue of preferred shares by Lifeco in the amount of $300 million.
> Issue of debentures by a subsidiary of Lifeco in the amount of $336 million {US$300 million).

Cash flow from investing activities resulted in net outflows of $1.753 million in the six-month period in 2006, compared with net outflows of
$1,850 million in the same period in 2005.

» Investing activities at Lifeco in 2006 resulted in a net outflow of $1,722 million compared with $1,779 miilion in the period in 2005,

> Investing activities at IGM were a net outflow of $31 million in the six-month period ended June 30, 2006, compared with a net outflow of
$78 million in the corresponding period in 2005,

Cash flow from investing activities for the six-month period in 2006 compared with 2005 related primarily to increases in residential
mortgages related to IGM's mortgage banking operations and personal loans related to its intermediary operations for an amount of
$690 million, offset by securitizations of $633 million, compared with an increase of $244 million in the six-month period in 2005, offset
by securitizations of $131 million,

In addition, purchases of securities amounted to $50 million in the six-month period in 2006, compared with $16 million in 2005, while
sales of securities generated proceeds of $85 million in 2006, compared with $56 million in the corresponding period in 2005.

Cash flows from activities of Lifeco and IGM are described in Parts C and D of this Interim MD&A related to these subsidiaries,
respectively.

CORPORATE CASH FLOWS

Power Financial is a holding company. As such, corporate cash flows from operations, before payment of dividends, are principally made up
of dividends received from its subsidiaries and affiliate and income from investments, less operating expenses, financing charges and taxes.
The ability of Lifeco and IGM, which are also holding companies, to meet their obligations generally and pay dividends depends in particular
upon receipt of sufficient funds from their subsidiaries. The payment of interest and dividends by Lifeco’s principal subsidiaries is subject to
restrictions set out in relevant insurance and corporate laws and regulations, which require that solvency and capital standards be maintained.
As well, the capitalization of Lifeco’s principal subsidiaries takes into account the views expressed by the various credit rating agencies that
provide ratings related to financial strength and other measures to those companies. The payment of dividends by IGM's principal subsidiaries
is subject to corporate laws and regulations which require that solvency standards be maintained. In addition, certain subsidiaries of IGM
must also comply with capital or liquidity requirements established by regulatory authorities.

Dividends declared by Lifeco and IGM in the six-month period ended June 30, 2006 on their common shares amounted to $0.4475 and $0.74
per share, respectively, compared with $0.39 and $0.645 per share, respectively, in the corresponding period in 2005.
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Pargesa pays its dividend annually. in the second quarter. The dividend paid in 2006 amounted to SF2.15 per bearer share. compared with
SF2.00 in 2005,

In the first and second quarters of 2006, Power Financial declared quarterly dividends of $0.2325 and $0.2500 per common share,
respectively, compared with $0.2025 and $0.2175. respectively, in the corresponding periods in 2005. This represents an increase of 15%
on a year-to-date basis.

SHAREHOLDERS' EQUITY

Common shareholders’ equity was $8.678 million at the end of June 2006, compared with $8,198 million at December 31, 2005. The increase
of $480 million is mainly due to:

> a$510 million increase in retained earnings; and

> anet $38 million negative variation in foreign currency translation adjustmenits. resuliing primarily from the Corporation’s indirect
investments in Lifeco’s foreign operations and in Pargesa, as explained above,

No common shares were issued by the Corporation during the six-month period ended June 30, 2006 pursuant to the Employee Stock Option
Plan. or otherwise.

Book value per common share of the Corporation was $12.31 at the end of June 2006, compared with $11.63 at the end of 2005.

The Corporation had seven series of perpetual preferred shares outstanding at the end of June 2006, with a stated value of $1,200 million,
unchanged from year-end 2005.

RATINGS OF THE CORPORATION

As of the date hereof, ratings of certain of the Corporation's securities are as follows:

DOMINION BOND STANGARD & POGR'S
RATING SERVICEN RATINGS SERVICESPI
Senior debentures AA [low] A+
Preferred shares
Cumulative Pfd-1 [low] Canadian scale Pi [low]
Global scale A-
Non-cumulative Pfd-1 [low] Canadian scale P1 [low]
Global scale A-
[1] The ratings on the Senior Debentures, Cumulative First Prefarred Shares (Seties A) and Non-Cumulative first Preferted Shares of the Corparation were upgraded on
April 18, 2006. The trends remain stable.
{2] The cutlook and the Corporation's ratings are stable.

SUBSEQUENT EVENTS

On July 18, 2006, Power Financial announced that it had agreed to issue 8.000,000 non-cumulative First Preferred Shares, Series L, carrying
4 5.10% annual dividend. for gross proceeds of $200 million. The Series L First Preferred Shares are redeemable in whole or in part at the option
ofthe Corporation on or after October 31, 2011. Completion and closing of the issue is scheduled to take place on August 4, 2006. Net proceeds
of the issue will be used by the Corporation to supplement its financial resources, and for general corporate purposes.

SUMMARY OF CRITICAL ACCOUNTING ESTIMATES

‘There were no material changes to the critical accounting estimates from those reported at December 31, 2005 (please refer to the
2005 MD&A).
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FUTURE ACCOUNTING CHANGES

As noted in the 2005 MD&A. the Corporation is currently evaluating the impact on its Consolidated Financial Statements of the following
new requirements:

»  CICA Handbook Section 3500, "Earnings Per Share”, which is expected to be amended in 2006 to require inclusion of the dilutive effects of
convertible securities in the calculation of diluted earnings per share;

¥ new standards addressing the recognition and measurement of financial instruments and the application of hedge accounting and
comprehensive income, which will be effective for the Corporation on January 1, 2007, Part C of this report contains more information on
the potential impacts of the new standards on Lifeco’s and, consequently, the Corporation’s financial statements.

OFF-BALANCE SHEET ARRANGEMENTS
The following should be read in conjunction with the Notes to the 2005 Consolidated Financial Statements.

SECURITIZATIONS » There were no changes to IGM's liquidity management practices related to securitizations during the six-month
period ended June 30, 2006. During the period, IGM entered into securitization transactions through its mortgage banking operations with
proceeds of $632.7 million, compared with $131.5 million in the corresponding period in 2005. Securitized loans serviced at June 30, 2006
totalled $1.049.3 million and the fair value of IGM's retained interest was $15.4 million. This compares with $583.2 million and $18.5 million.
respectively, at June 30, 2005.

DERIVATIVE FINANCIAL INSTRUMENTS » In the course of their activities, the Corporation and its subsidiaries use derivative financial
instruments. When using such derivatives. they only act as limited end users and not as market makers in such derivatives. There have been
no changes to the Corporation’s and its subsidiaries’ policies and procedures with respect to the use of derivative instruments during the
six-month period ended June 30, 2006, During the second quarter of 2006, IGM increased the outstanding notional amount of interest swaps
by $766.5 million to $1.368.9 million. However, IGM's exposure to credit risk, which is limited to the current fair value of those instruments,
which are in a gain position, remained relatively unchanged. IGM utilizes interest rate swaps in order to reduce the impact of fluctuating
interest rates on its mortgage banking operations, Other than as noted with respect to IGM, there has not been a significant change in either
the notional amount outstanding other than in the normal course of operations, or in the exposure to credit risk that represents the market
value of those instruments, which are in a gain position as at June 30, 2006. For an overview of the use of derivative financial instruments,
please refer to the 2005 MD&A and te Notes 1 and 22 to the 2005 Consolidated Financial Statements.

LETTERS OF CREDIT » Inthe normal course ofits Reinsurance business, Lifeco provides letters of credit (LOC) to other parties or beneficiaries.
Through certain of its operating subsidiaries, Lifeco has provided LOC to both external and internal parties, which are described in the
paragraph “Liquidity Risk (Letters of Credit)” included in the Lifeco section of the 2005 MD&A, as well as in Note 24 to the 2005 Consolidated
Financial Statements.

CONTRACTUAL OBLIGATIONS
There have been no material changes in the contractual obligations of the Corporation or its subsidiaries, from those reported at
December 31, 2005.

On April 24, 2006, Crown Life Insurance Company (Crown Life) served notice, pursuant to the terms of the 1999 acquisition of the majority of the
insurance operations of Crown Life by Canada Life, commencing a process under which Canada Life may be required to acquire the common
shares of Crown Life. This acquisition is not expected to have a material effect on the consolidated financial position of the Corporation.

FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS

For an overview of financial instruments at December 31, 2005, please refer to the 2005 MD& A as well as to Note 21 to the 2005 Consolidated
Financial Statements.

Changes in both the carrying values and the fair values of financial instruments did net have a significant impact on the financial condition
of the Corporation or its subsidiaries for the six-month period ended June 30, 2006. In addition, there were no significant changes in the risks
related to these financial instruments and the policies and procedures designed to manage these risks during the period.
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SUMMARY OF QUARTERLY RESULTS

In this table, all per share amounts are presented on a post-subdivision basis.

2006 2005 2004

Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 a

Revenues 7,245 6.302 7.106 5748 6,295 6,987 6,269 5,456 6.398 5,799

Operating earnings!"FIRIH 483 408 450 414 449 381 406 381 413 338

per share — basic 0.66 0.56 0.6] 0.57 0.62 0.52 0.56 0.52 0.57 0.46
Other items®Ivl {5) - {9 {(24) 2 (2) (6) (4) 18 (3}
per share — basic (0.01) - (0.01) (0.03) 0.00 (0.00) (0.01) {0.00) 0.02 {0.00}

Net earnings 478 408 441 390 451 379 400 377 431 335

per share — basic 0.65 0.56 0.60 0.54 0.62 0.52 0.55 0.52 0.59 0.46

per share — diluted 0.65 0.55 0.60 053 062 0.52 0.55 0.52 0.59 0.46

[1] The contribution from Pargesa to operating earnings includes Pargesa’s share of the dividends paid by Total and Suez, and, starting in 2006, its share of the
dividends paid by Lafarge, as well as, for the last time in 2006, Pargesa’s share of the portion of the dividend received by GBL from Bertelsmann, which is considered
a preferred dividend [Pargesa’s share: SF37 million (estimated) in 2006, SF30 million in 2005 and SF50 million in 2004] and thus recorded as income. These dividends
contribute significantly to Pargesa's operating results. Dividends from Suez, Lafarge and Bertelsmann are received once a year, during the second quarter. Total,
which alsc used to pay its annual dividend in one installment during the second quarter, started in the fall of 2004 to pay its dividend in two installments. In 2004,
Pargesa's contribution to operating earnings of Power Financial includes, in the second quarter of 2004, its share of the full annual dividend paid by Total related to
2003, which amounted to €4.70 per share, as well as, in the fourth quarter, the first interim dividend, related to fiscal 2004, which amounted to €2.40C per share. For
2005 and beyond, it includes in the second quarter the final portion of the dividend related to the previous fiscal year, and in the fourth quarter the interim dividend
related to the current fiscal year.

Pargesa releases its six-month results in September and any difference between actual results compared to estimates used by Power Financial when releasing its
results for the periods ended June 30 are recorded by Power Financial in the third quarter. The impact of such differences on operating earnings was 33 miliion
[$0.00 per sharel and $4 million [$0.01 per share] in the third quarters of 2005 and 2004, respectively. The impact on third quarter non-operating earnings was
negative %1 million [$0.00 per share] and negative 31 millicn [$0.00 per share] in 2005 and 2004, respectively.

Lifeco recorded, in the third and fourth quarters of 2005, reinsurance provisions of $30 million and $13 million after tax, respectively, for expected losses arising
from hurricane damages in 2005. Power Financial’s share of this specific charge was $22 million or $0.03 per share in the third quarter, and $9 million or $0.01 per
share in the fourth quarter of 2005. In addition, Other items also included, in 2004 and in the first three quarters of 2005, Power Financial's share of restructuring
costs recorded by Lifeco in connection with the acquisition of Canada Life.

[2

[3

Qther items also include, in the second quarter of 2006, the Corporation’s share of tax benefits recorded by IGM (please also refer to Part D of this report
related to IGM}.
[4] For a definitian of this non-GAAP finandial measure, please refer to Results of Power Financial Corporation — Non-GAAP Financial Measures.
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POWER FINANCIAL CORPORATION

CONSOLIDATED BALANCE SHEETS

JUNE 30, DECEMBER 31,
2006 2005
fin millions of dollars) [unaudited]
Assets
Cash and cash equivalents 4,764 4,642
[nvestments
Shares 4,123 3.930
Bonds 60,479 59,298
Mortgages and other loans 15,428 15.118
Loans to policyholders 6,670 6,646
Real estate 1,870 1.844
88,570 86,836
Funds held by ceding insurers 11,526 2,556
Investment in affiliate, at equity 1.575 1.501
Intangible assets 2,352 2,353
Goodwill 8,218 8203
Future income taxes 378 460
Other assets 4,366 4,345
121,749 110,896
Liabilities
Policy liabilities
Actuarial liabilities 81,105 71,263
Other 4,159 3,787
Deposits and certificates 669 693
Funds held under reinsurance contracts 3,954 4,325
Debentures and other borrowings [Note 2] 3,549 3.377
Preferred shares of the Corporation [Note 4] 300 300
Preferred shares of subsidiaries 1,344 1,356
Capital trust securities and debentures [Note 3] 647 648
Future income taxes 804 830
Other liabilities 8,508 8.635
105,039 95,214
Non-controlling interests 6,832 6,284
Shareholders’ Equity
Stated capital [Note 4]
Perpetual preferred shares 1,200 1,200
Common shares 593 593
Contributed surplus 46 38
Retained earnings 8,759 8,249
Foreign currency translation adjustments (720} {682)
9,878 9,398
121.479 110,896
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POWER FINANCIAL CORPORATION

L

CONSOLIDATED STATEMENTS OF EARNINGS

THREE MONTHS ENDED

SEX MONTHS ENDED

JUNE 30 JUNE 30
[unaudited] tin millions of dollars, except per share amounts] 2006 2005 2006 2005
Revenues
Premium income 4,444 3.784 8,139 8,344
Net investment income 1,553 1,364 2,921 2,693
Fee income 1,248 1.147 2,487 2245
7.245 6.295 13,547 13,282
Expenses
Paid or credited to policyholders and beneficiaries including
policyholder dividends and experience refunds 4,959 4,081 8.960 8,897
Commissions 532 504 1,069 1.002
Operating expenses 767 772 1,556 1.554
Financing charges [Note 5] 85 84 166 168
6,343 5441 11,751 11621
902 854 1,796 1.661
Share of earnings of affiliate 72 52 82 63
Other income [charges]. net [Note 6] (13) (2} (13) (8}
Earnings before income taxes and non-controlling interests 961 904 1,865 1,716
Income taxes 202 226 458 446
Non-controlling interests 281 227 521 440
Net earnings 478 451 886 830
Earnings per common share [Note 7)
Basic 0.65 0.62 121 1.14
Diluted .65 0.62 1.21 1.14
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS
SIX MONTHS ENDED JUNE 30
[unaudited] [in millions of dellars] 2006 2005
Retained earnings, beginning of year 8,249 7.267
Add
Net earnings 886 830
9,135 8,097
Deduct
Dividends
Perpetual preferred shares 32 26
Common shares 340 296
Other 4 -
376 322
Retained earnings. end of period 8,759 7775
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CONSOLIDATED STATEMENTS OF CASH FLOWS

THREE MONTHS ENDED

SEX MONTHS ENDED

IUNE 30 JUNE 30
maudited] [in milliens of dollars] 2006 2005 2006 2005
Operating activities
Net earnings 478 451 886 830
Non-cash charges [credits)
Increase {decrease] in policy liabilities 274 579 403 1,458
Decrease [increase] in funds held by ceding insurers 379 102 431 230
Increase [decrease] in funds held under reinsurance contracts (19) (70) (97) (68)
Amortization and depreciation 25 25 49 51
Future income taxes 2 (14) 80 137
Non-controlling interests 281 227 521 440
Other 256 411 35 354
Change in non-cash working capital 352 38 (320) (601)
2,028 1.749 1,988 2,331
Financing activities
Dividends paid
By subsidiaries to non-controlling interests {103) (83) {201) (169)
Perpetual preferred shares (16) {13) (33) (26)
Common shares (164) (142) (328) (285)
(283) (238) (562) (480)
Issue of common shares by subsidiaries 6 3 24 16
Repurchase of common shares by subsidiaries (15) {22) (37) {39)
Issue of preferred shares by a subsidiary 300 - 300 -
Repurchase of preferred shares by a subsidiary (12) - (12) -
[ssue of subordinated debentures 336 - 336 -
Repayment of debentures and other borrowings - - (150} -
Other (54) (59} (52) {31)
278 (316) (153} (534)
Investment activities
Bond sales and maturities 9,570 11,326 22,353 20,549
Mortgage loan repayments 473 725 911 1,567
Sales of shares 294 395 641 664
Real estate sales (74) 32 45 68
Proceeds from securitizations 547 82 633 131
Change in loans to policyholders (133} (135) (220} (172)
Change in repurchase agreements 4 278 118 390
Investment in bonds {10,782) (12,535) (23,526) (22,063)
Investment in mortgage loans {1,109) (881) (1,895) {1,985)
investment in shares (325) (379) (688) (768)
Investment in real estate (44) (173) (116) (225)
Other (5) (4) (9) (6}
{1,584) {1.269) (1,753) {1,850
Effect of changes in exchange rates on cash and cash equivalents 10 (72) 40 {98)
Increase {decrease] in cash and cash equivalents 732 92 122 349
Cash and cash equivalents, beginning of period 4,032 3.880 4,642 3,623
Cash and cash equivalents, end of period 4,764 3972 4,764 3972
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POWER FINANCIAL CORPORATION

POWER FINANCIAL CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS [UNAUDITED] JUNE 30, 2006

ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.
NOTE 1 SIGNIFICANT ACCOUNTING POLICIES

The interim unaudited consolidated financial statements of Power Financial Corporation at June 30, 2006 have been prepared in accordance
with generally accepted accounting principles in Canada (GAAP). These interim unaudited consolidated financial statements should be read
in conjunction with the audited consolidated financial statements and notes thereto for the year ended December 31, 2005. These interim
unaudited consolidated financial statements do not include all disclosures required for annual financial statements.

The interim unaudited consolidated staterments have been prepared using the same accounting policies described in Note 1 of the Corporation’s
consolidated financial statements for the year ended December 31, 2005.

COMPARATIVE FIGURES

Certain of the 2005 amounts presented for comparative purposes have been reclassified to conform to the presentation adopted in the
current year.

NOTE 2 DEBENTURES AND OTHER BORROWINGS

JUNE 30, DECEMBER 31,
2006 2005

Power Financial Corporation
7.65% debentures. repaid January 5, 2006 - 150
6.90% debentures, due March 11, 2033 250 250

IGM Financial Inc.

6.75% debentures 2001 Series, due May 9, 2011 450 450
6.58% debentures 2003 Series. due March 7, 2018 150 150
6.65% debentures 1997 Series, due December 13, 2027 125 125
7.45% debentures 2001 Series, due May 9. 2031 150 150
7.00% debentures 2002 Series, due December 3], 2032 175 175
7.11% debentures 2003 Series, due March 7, 2033 150 150

Great-West Lifeco Inc,
Subordinated debentures due September 19, 2011 bearing a fixed rate of 8% until
2006 and. thereafter. at a rate equal to the Canadian 90-day Bankers'
Acceptance rate plus 1%, unsecured 253 256
Subordinated debentures due December 11, 2013 bearing a fixed rate of 5.80%
until 2008 and, thereafter, at a rate equal to the Canadian 90-day Bankers’

Acceptance rate plus 1%, unsecured 204 206
6.75% debentures due August 10, 2015, unsecured 200 200
6.14% debentures due March 21, 2018, unsecured 200 200
6.40% subordinated debentures due December 11. 2028, unsecured 101 101
6.74% debentures due November 24, 2031, unsecured 200 200
6.67% debentures due March 21, 2033, unsecured 400 400
6.625% deferrable debentures due November 15, 2034, unsecured [US$175 million) ' 197 205
7.1563% subordinated debentures due May 16, 2046, unsecured [U5$300 million) 336 -
Other notes payable with interest rate of 8.0% 8 g

3,549 3.377

During the second quarter of 2006, Lifeco issued $336 million (US$300 million} in Fixed/Adjustable Rate Enhanced Capital Advantaged
Subordinated Debentures through its wholly owned subsidiary, Great-West Life & Annuity Capital, LP I1. The subordinated debentures are
due May 16, 2046 and bear an annual interest rate of 7.153% until May 16, 2016. After May 16, 2016, the subordinated debentures will bear an
interest rate of 2.538% plus the 3-month LIBOR rate. The subordinated debentures are redeemable at the principal amount plus any accrued
and unpaid interest after May 16, 2016,
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NOTE 3 CAPITAL TRUST SECURITIES AND DEBENTURES

JUNE 30, DECEMBER 31,
2006 2005
Capital trust debentures
" 5.995% senior debentures due December 31, 2052, unsecured [GWLCT] 350 350
6.679% senior debentures due June 30, 2052, unsecured [CLCT] 300 300
7.529% senior debentures due June 30, 2052, unsecured [CLCT) 150 150
800 800
Acauisiti . i . —
cquisition related fair market value adjustment 32 34
Capital trust securities held by consolidated group as temporary investments (185) (186}
647 648

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance Company (Great-West Life), had issued
$350 million of capital trust securities, the proceeds of which were used by GWLCT to purchase Great-West Life senior debentures in the
amount of $350 million. and Canada Life Capital Trust (CLCT}, a trust established by The Canada Life Assurance Company (Canada Life),
had issued $450 million of capital trust securities, the proceeds of which were used by CLCT to purchase Canada Life senior debentures in
the amount of $450 million.

NOTE 4 CAPITAL STOCK AND STOCK OPTION PLAN

STATED CAPITAL

NOILVHOJYOD TVIDNYNI4 ¥IMOd

AUTHORIZED
Unlimited number of first preferred shares, issuable in series, of second preferred shares, issuable in series and of common shares.

ISSUED AND QUTSTANDING

JUNE 30, 2006 DECEMBER 31, 2005
NUMBER OF STATED NUMBER OF STATED
SHARES CAPITAL SHARES CAPITAL

Preferred Shares [classified as liabilities]
Series C First Preferred Shares 6,000,000 150 6,000,000 150
Series ] First Preferred Shares 6,000,000 150 6,000,000 150
300 300

Perpetual Preferred Shares

Series A First Preferred Shares 4,000,000 100 4,000,000 100
Series D First Preferred Shares 6,000,000 150 6,000,000 150
Series E First Preferred Shares 8,000,000 200 8,000,000 200
Series F First Preferred Shares 6,000,000 150 6,000,000 150
Series H First Preferred Shares 6,000,000 150 6.000,000 150
Series [ First Preferred Shares 8,000,000 200 8,000,000 200
Series K First Preferred Shares 10,000,000 250 10,000,000 250
1,200 1,200
Common shares 704,813,680 593 704,813,680 593
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POWER FINANCIAL CORPORATION

NOTE 4 CAPITAL STOCK AND STOCK OPTION PLAN [coNTINUEDI]

STOCK-BASED COMPENSATION

During the six months ended June 30, 2006, no options were granted under the Corporation'’s stock option plan. During the second quarter of
2005, 2,015,000 options were granted under the Corporation's stock option plan (no options were granted in the first quarter of 2005).

The fair value of these options was estimated using the Black-Scholes option-pricing model with the following assumptions:

2006 2005
Dividend yield - 2.4%
Expected volatility - 21.0%
Risk-free interest rate - 4.3%
Expected life [vears] - 9
Fair value per option granted [$/option] - $8.10

In addition, stock options were also granted by subsidiaries during the six months ended June 30. 2006, Compensation expense relating to
stock options granted by the Corporation and its subsidiaries amounted to $7 million in the second quarter of 2006 ($5 million in 2005) and
$12 million for the six months ended june 30, 2006 ($9 million in 2005).

Options were outstanding at June 30, 2006 to purchase, until May 11, 2015, up to an aggregate of 8,425,000 commeon shares, at various
prices from $6.65938 to $32.235 per share. During the six months ended June 30, 2006 and 2005, no common shares were issued under the
Corporation’s plan.

NOTE 5 FINANCING CHARGES

Financing charges include interest on debentures and other borrowings, together with distributions and interest on capital trust securities
and debentures, and dividends on preferred shares classified as liabilities.

THREE MONTHS ENDED SIX MONTHS ENDED
JUNE 30 JUNE 30
2006 2005 2006 2008
Interest on debentures and other borrowings 57 37 110 113
Preferred share dividends 18 17 37 36
Interest on capital trust debentures 12 12 24 24
Distributions on capital trust securities held by consolidated
group as temporary investments (2) (2) (5) (5)
85 84 166 168

NOTE ¢ OTHER INCOME [CHARGES], NET

THREE MONTHS ENDED SIX MONTHS ENDED
FUNE 30 JUNE 30

2006 2005 2006 2005

Share of Pargesa’s non-operating earnings (13) 9 (13) 10
Restructuring costs — Lifeco - {11) - (18)
(13) 2 (13} (8)
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NOTE 7

EARNINGS PER SHARE

The following is a reconciliation of the numerators and the denominators of the basic and diluted earnings per common share

computations:

THREE MONTHS ENDED

SIX MGNTHS ENDED

{UNE 30 JUNE 30
2006 2005 2006 2005
Net earnings 478 451 886 830
Dividends on perpetual preferred shares (16) (13) {32) (26)
Net earnings available to common shareholders 462 438 854 804
Weighted number of common shares outstanding [milliens]

—Basic 704.8 704.8 704.8 704.8
Exercise of stock options 6.4 8.4 6.4 8.4
Shares assumed to be repurchased with proceeds from

exercise of stock options (3.4) (54) (3.4) (5.5}
Weighted number of commeon shares outstanding [millions]

— Diluted 707.8 707.8 707.8 707.7

NOTE 8

The total benefit costs included in operating expenses are as follows:

¢

PENSION PLANS AND OTHER POST-RETIREMENT BENEFITS

THREE MGNTHS ENDED

SIX MONTHS ENDED

1UNE 30 JUNE 30
2006 2005 2006 2005
Pengion plans 17 17 43 26
Other post-retirement benefits 6 13 14 24
23 30 57 60
—
NOTE 9 SECURITIZATIONS

During the second quarter of 2006, IGM Financial Inc. (IGM) securitized $550 million {2005 — $83 million) of residential mortgages
through sales to commercial paper conduits that in turn issued securities to investors and received net cash proceeds of $547 million
{2005 — $82 million), IGM s retained interest in the securitized loans was valued at $6 million (2005 — $3 million). A pre-tax loss on sale
of $3 million {2005 — gain of $1 million) was recognized and reported in Net investment income in the Consolidated Statements of Earnings.

During the six months ended June 30, 2006, IGM securitized $636 million {2005 — $132 million) of residential mortgages through sales to
commercial paper conduits that in turn issued securities to investors and received net cash proceeds of $633 million (2005 — $131 million).
IGM's retained interest in the securitized loans was valued at $8 million (2005 — $4 million). A pre-tax loss on sale of $2 million: (2005 — gain
of $2 million) was recognized and reported in Net investment income in the Consolidated Statements of Earnings.
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POWER FINANCIAL CORPORATION

NOTE 10 SEGMENTED INFORMATION

INFORMATION ON PROFIT MEASURE

THREE MONTHS ENDED JUNE 30, 2006 LIFECO 1GM PARIQINTCO OTHER TOTAL

Revenues
. Premium income 4,444 4,444
Net investment income 1,516 50 (13) 1,553
Fee income 667 587 {6) 1,248
6,627 637 - (19) 7,245

Expenses
Insurance claims 4,959 4,959
Commissions 332 206 (6) 532
Operating expenses 612 142 13 767
Financing charges 51 22 12 85
5,954 370 - 19 6,343
673 267 - (38) 902
Share of earnings of affiliate - - 72 - 72

Other income [charges], net - - (13) - (13)
Earnings before the following 673 267 59 (38) 961
Income taxes 136 66 - - 202
Non-controlling interests 212 89 - {20} 281
Contribution to consolidated net earnings 325 112 59 (18) 478
INFORMATION ON PROFIT MEASURE

THREE MONTHS ENDEC JUNE 30, 2005 LIFECO 1GM PARJQINTCO OTHER TOTAL

Revenues
Premium income 3,784 3,784
Net investment income 1,327 47 {10} 1,364
Fee income 620 532 (5) 1,147
5,731 579 - (15) 6,205

Expenses
Insurance claims 4,081 4,081
Commissions 331 177 (4) 504
Operating expenses 621 136 15 772
Financing charges 49 23 12 84
5,082 336 - 23 5,441
649 243 - (38) 854
Share of earnings of affiliate - - 52 - 52

Other income [charges], net (11) - 9 - (2)

Earnings before the following 638 243 61 (38) 904
Income taxes 152 74 - - 226
Non-controlling interests 170 74 - {17) 227
Contribution to consolidated net earnings 316 95 6l (21) 451
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GREAT-WEST

Management's Discussion and Analysis
LIFECOn

MANAGEMENT’S DISCUSSION AND ANALYSIS

Interim Report
For the six months ended June 30, 2006

Dated: August 2, 2006

The Management’s Discussion and Analysis (MD&A) presents management's view of the financial condition, results
of operations and cash flows of Great-West Lifeco Inc. (Lifeco or the Company) for the three months and six months
ended June 30, 2006 compared with the same periods in 2005. The MD&A provides an overall discussion, followed
by analyses of the performance of its three major reportable segments: Canada, United States and Europe.

FORWARD-LOOKING INFORMATION

This report may contain forward-looking statements about the Company, including its business operations, strategy
and expected financial performance and condition. Forward-looking statements include statements that are
predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects,”
“anticipates,” “intends,” “plans,” “believes,” “estimates” or negative versions thereof and similar expressions. In
addition, any statement that may be made concerning future financial performance (including revenues, eamings or
growlth rates), ongoing business strategies or prospects, and possible future Company action, is also a forward-
looking statement. Forward-looking statements are based on current expectations and projections about future
events and are inherently subject to, among other things, risks, uncertainties and assumptions about the Company,
economic factors and the insurance industry generally. They are not guarantees of future performance, and actual
events and results could differ materially from those expressed or implied by forward-looking statements made by
the Company due to, but not fimited to, important factors such as sales levels, premium income, fee income,
expense levels, moriality experience, morbidity experience, policy lapse rates and taxes, as well as general
economic, political and market factors in North America and internationally, interest and foreign exchange rates,
global equity and capital markets, business competition, technological change, changes in government regulations,
unexpected judicial or regulatory proceedings, catastrophic events, and the Company's ability to complete strategic
transactions and integrate acquisitions. The reader is cautioned that the foregoing list of important factors is not
exhaustive. The reader is also cautioned to consider these and other factors carefully and to not place undue
reliance on forward-looking statements. Other than as specifically required by applicable law, the Company has no
intention to update any forward-looking statements whether as a result of new information, future events or
otherwise.

NON-GAAP FINANCIAL MEASURES

This report may also contain non-GAAP financial measures. Terms by which non-GAAP financial measures are
identified include but are not limited to "constant currency basis”, “currency translation impact”, “adjusted net
income”, “earnings before restructuring costs”, “net income before restructuring costs” and other similar
expressions. Non-GAAP financial measures are used to provide management and investors with additional
measures of performance. However, non-GAAP financial measures do not have standard meanings prescribed by
GAAP and are not direclly comparable to similar measures used by other companies. Please refer to the
appropriate reconciliations of these non-GAAP financial measures to measures prescribed by GAAP,
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SEGREGATED FUNDS DEPOSITS AND SELF-FUNDED PREMIUM EQUIVALENTS (ASO CONTRACTS)

The financial statemenis of a life insurance company do not include the assets, liabilities, deposits and withdrawals
of segregated funds or the claims payments related to administrative services only (ASO) group health contracts.
However, the Company does earn fee and other income related to these contracts. Both segregated funds and
ASO contracts are an important aspect of the overall business of the Company and should be considered when
comparing volumes, size and trends.

BaAsis OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES

The consolidated financial statements of Lifeco, which are the basis for data presented in this report, have been
prepared in accordance with Canadian generally accepted accounting principles (GAAP) and presented in
Canadian dollars unless otherwise indicated.

TRANSLATION OF FOREIGN CURRENCY

Through its operating subsidiaries, Lifeco conducts business in multiple currencies. The four primary currencies are
the Canadian dollar, the United States dollar, the British pound, and the euro. Throughout this document, foreign
currency assets and liabilities are translated into Canadian dollars at the market rate at the end of the financial
period. All income and expense items are translated at an average rate for the period. The rates employed are:

Period ended Balance sheet Operations
Assets & liabilities Income & expenses Net effective rate
United States dollar
June 30, 2006 $1.12 $1.14 $1.1400
March 31, 2006 517 5115 $1.1500
December 31, 2005 $1.17 $1.21 $1.3152
June 30, 2005 $1.23 $1.24 $1.3305
March 31, 2005 $1.21 $1.23 $1.3178
British pound
June 30, 2006 $2.06 $2.04 $2.0400
March 31, 2006 $2.03 $2.02 $2.0200
December 31, 2005 $2.00 $2.21 $2.3272
June 30, 2005 $2.20 $2.31 $2.3072
March 31, 2005 $2.28 $2.32 $2.3013
Euro
June 30, 2006 $1.42 $1.40 $1.4000
March 31, 2006 $1.42 $1.39 $1.3900
December 31, 2005 $1.38 $1.51 $1.6159
June 30, 2005 $1.48 $1.59 $1.6104
March 31, 2005 $1.57 $1.61 $1.6053

The net effective rate for the translation of foreign currency operations reflects the translation of foreign currency
income and expenses at the average daily rate for the period together with realized gains and losses associated with
forward foreign exchange contracts used to manage the translation volatility. During the first six months of 2005,
gains net of tax of $20 million were recognized on these contracts. There are no contracts in place for 2008.

POWER CORPORATION OF CANADA — SECOND QUARTER REPORT 2006

| S

0]
Fd
m
>
-
=
m
7
po
—
s
n
m
e}
=
~




)
=
=]
o/
[N
fd
el
—
7
v
z
[
<
[
o
o

GREAT-WEST

Management's Discussion and Analysis
LIFECOxe

BUSINESSES OF LIFECO

Lifeco has operations in Canada, the United States and Europe through The Great-West Life Assurance Company
(Great-West Life), London Life Insurance Company (London Life), The Canada Life Assurance Company (Canada
Life), and Great-West Life & Annuity Insurance Company (GWLE&A).

In Canada, Great-West Life and its operating subsidiaries, London Life and Canada Life {owned through holding
companies London Insurance Group (LIG) and Canada Life Financial Corporation (CLFC), respectively), offer a
broad pertfolio of financial and benefit plan solutions for individuals, families, businesses and organizations, through
a network of Freedom 55 Financial™ and Great-West Life financial security advisors, and through a multi-channel
network of brokers, advisors and financial institutions.

in the U.S., GWL&A is a leader in providing self-funded employee health plans for businesses and in meeting the
retirement income needs of employees in the public/non-profit and corporate sectors. It serves its customers
nationwide through a range of health care and financial products and services marketed through brokers,
consultants and group representatives, and through partnerships with other financial institutions.

In Europe, Canada Life is broadly organized along geographically defined market segments and offers protection
and wealth management products and reinsurance. The Europe segment is comprised of two distinct primary
business units: Insurance & Annuities, which consists of operations in the United Kingdom, Isle of Man, Republic of
Ireland and Germany; and Reinsurance, which operates primarily in the United States, Barbados and Ireland.
Reinsurance products are provided through Canada Life, London Reinsurance Group Inc. (LRG) and their
subsidiaries.

Lifeco currently has no other holdings and carries on no business or activities unrelated to its holdings in Great-
West Life, GWL&A and their subsidiaries. Lifeco is not restricted to investing in the shares of Great-West Life,
GWL&A and their subsidiaries and may make other investments in the future.
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CONSOLIDATED OPERATING RESULTS
Selected Consolidated Financial Information
{in $ millions, except per Share amounts)
For the three months For the six months
ended June 30 ended June 30
2006 2005 % Change 2006 2005 % Change
Premiums:
Life insurance, guaranteed annuities
and insured health products $ 4444 % 3.784 17% $ 8139 § 8,344 -2%
Seff-funded premium equivalents
(ASO contracts) 1,886 1,845 -3% 3,805 3,835 1%
Segregated funds deposits:
Individual products 2,148 1,411 52% 4,169 2,983 40%
Group products 1,168 1,322 -12% 2,721 2,550 7%
Total premiums and deposits 9,646 8,462 14% 18,834 17,712 6%
Fee and cther income 667 620 8% 1,324 1,202 10%
Paid or credited to policyholders 4,959 4,081 22% 8,960 8,897 1%
Net income - common shareholders
before adjustments (1) 461 455 1% 907 878 3%
Adjustments after tax (1) - 9 - - 13 -
Net income - common shareholders 461 446 3% 07 865 5%
Per common share
Basic eamings before adjustments (1) $ 0516 % 0511 1% 3 1.017 § 0.988 3%
Adjustments after tax (1) - 0.011 - 0.015
Basic eamings after adjustments 0.516 0.500 3% 1.017 0.971 5%
Dividends paid 0.22375 0.195 15% 0.44750 0.390 15%
Book value 10.17 9.64 5%
Raturm on common shareholders’ equity (12 months)
Net income before adjustments (1) 21.9% 20.6% o
Net income M.7% 20.3% E
A
At June 30 =
Total assets $ 12945 $ 98,254 15% E
Segregated funds assets 78,349 71,878 9% -
Total assets under administration $ 191,204 § 170,132 12% _F":
Share capilal and surplus $ 10462 $ 9085 12% ;
(]

(1) Following the acquisition of Canada Life Financial Corporation (CLFC]) tiy the Company, a plan was developed o restructure and exit
selected operations of CLFC. Shareholder net income for the three months ended June 30, 2005 includes restructuring costs related to the
acquisition of $9 after tax, or $0.011 per common share; $13 after tax, or $0.015 per common share for the six months ended June 30 2005.
Net income, basic earnings per common share and retum on common shareholders’ equity are presented before restructuring costs as a
non-GAAP financial measure of eamings performance.

Lifeco's net income attributable to common shareholders for the six months ended June 30, 2006, was $907 million
compared to $865 million reported a year ago. On a per share basis, this result represents $1.017 per common
share ($1.010 diluted) for the six months ended June 30, 2006, an increase of 5% (13% on a constant currency
basis) compared 10 $0.971 ($0.962 diluted) per common share for 2005.
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QUARTERLY FINANCIAL INFORMATION

Quarterly financial information

Total Net income - Adjusted net income -
revenue (1) commaon shareholders common shareholders @
Basic Diluted Basic Diluted

Total per share per share Tota! per share per share

2006 Second quarter $ 6,627 $ 461 $ 0516 $ 0513 $ 461 $ 0516 $ 0513
First quarter 5,675 446 0.501 0.497 446 0.501 0.497

2005 Fourth quarter $6,518 $ 456 § 0512 8 0.509 $ 469 § 0526 $ 0523
Third quarer 5,188 421 0.472 0.468 455 0.510 0.506
Second quarter 5731 446 0.500 0.496 455 0.511 0.508

First quarter 6,434 418 0.471 0.466 423 0.475 0.471

2004  Fourth guarter $5,740 $ 408 $ 0459 $ 0455 $ 423 $ 0475 $ 047
Third quarter 4,946 414 0.466 0.462 417 0.468 0.464

(1) Total revenue for 2004 has been restated to reflect the reclassification of financing charges from net investment
incorme. Financing charges include interest on long-term debentures and other bormowings, previously included in
net invesiment income together with distributions on capital trust securities and preferred shares now classified
as liabilities.

{2) Adjusted net income is presented as a non-GAAP financial measure of eamings performance before restructuring
costs related to the acquisition of CLFC and incurred during the period, and provisions for expected losses arising
from hurricane damage in 2005. Refer to "Non-GAAP Financial Measures” section of this report.

Adjustments: After-tax restructuring costs related to the acquisition of CLFC and reinsurance claim provisions
arising from hurricane activity along the Gulf Coast of the United States in 2005.

Net income
common shareholders
Basic Diluted

Total per share per share

2005 Fourth quarter $ 13 $ 0.014 $ 0.014
Third quarter 34 0.038 0.038

Second quarter 9 0.011 0.010

First quarter 4 0.004 0.005

2004  Fourth quarter $ 14 $ 0.016 $ 0.016
Third quarter 3 0.002 0.002

SUMMARY OF QUARTERLY RESULTS

Lifeco’s net income atiributable to common shareholders was $461 miliion for the three months ended June 30,
2006 compared to net income of $446 million reported a year ago. On a per share basis, this result represents
$0.516 per common share ($0.513 diluted) for the three months ended June 30, 2006, an increase of 3% (11% on
a constant currency basis) compared to $0.500 per common share ($0.496 diluted) for 2005.

Canada — For the second quarter, net income attributable to common shareholders was $245 million, an increase
of $33 million or 16% over 2005. Group Insurance net income was up $13 million, or 17%, and Individual
Insurance & Investment Products net income was up $6 million, or 4%. Corporate net income was $14 million
higher in 2006.

United States — For the second quarter, net income attributable to common sharehoiders was $127 million, a
decrease of $23 million or 15% from 2005. The decrease in net income includes the negative impact of currency
translation. In US dollars, net income increased by 3% over 2005, as Healthcare decreased 33% and Financial
Services increased 22% in US dollars.
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Management's Discussion and Analysis
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Europe — For the second quarter, net income attributable to common shareholders was $96 million, a decrease of
$5 million or 5% from 2005. Insurance & Annuities increased by $10 million or 13%, while Reinsurance remained
in line with last year at $21 million. Corporate net income decreased $15 miillion year-over-year. The increase in
Insurance & Annuities and Reinsurance net income in local currencies was partially mitigated by the negative
impact of currency translation.

Lifeco Corporate — For the second quarter, Lifeco Corporate net income attributable to common shareholders was
a charge of $7 million compared to a charge of $17 million in 2005.

Net income - common shareholders

For the three months For the six months
ended June 30 ended June 30
2006 2005 % Change 2006 2005 % Change
Canada $ 245 § 212 16% $ 449 § 398 13%
United States 127 150 ~15% 261 294 1%
Europe 96 101 -5% 207 202 2%
Lifeco Corporate
Total holding company in (8) (10} (16)
Restructuring costs - (9) - (13}
Total Lifeco Corporate {7) (17) (10} (29)
Total Lifeco $ 461 % 446 3% $ 907 $ 865 5%

Total revenue for the second quarter of 2006 was $6,627 million and was comprised of premium income of $4,444
million, net investment income of $1,516 million and fee and other income of $667 million. Total revenue for the
second quarter of 2005 was $5,731 million. It was comprised of premium income of $3,784 million, net investment
income of $1,327 million and fee and other income of $620 million,

PREMIUMS AND DEPOSITS

Premiums and deposits includes premiums on risk-based insurance and annuity products as well as premium
equivalents on self-funded group insurance administrative services only contracts, and deposits on individual and
group segregated fund products.

Total premiums and deposits were $9,646 million, an increase of 14% over 2005. Premiums and deposits in
Canada increased $161 million, while United States decreased $31 miltion, and Europe increased $1,114 million.
The increase in Canada is due to higher individual life insurance premiums and segregated funds deposits. The
decrease in the United States reflects higher premiums and deposits in the Financial Services business which was
more than offset by the negative impact of currency translation. The increase in Europe reflects higher premiums
and deposits in the individual segregated fund market partially offset by the negative impact of currency translation.

For the six months ended June 30, 2006, total premiums and depgosits at $18,834 million, were 6% higher than
2005. Premiums and deposits in Canada increased $674 million, while United States decreased $531 million, and
Europe increased $979 million. The increase in Canada is due to higher group insurance results, individual life
insurance premiums and higher individual and group segregated funds deposits. The decrease in the United
States reflects the negative impact of currency translation and higher premiums and deposits in the Financial
Services business. The increase in Europe reflects the effect of both higher premiums and deposits in the
Reinsurance business and in the individual segregated fund market, partially offset by the negative impact of
currency translation.
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NET INVESTMENT INCOME

Net investment income

For the three months For the six months
ended June 30 ended June 30
: 2006 2005 % Change 2006 2005 % Change
Investment income eamed $ 1,391 § 1,169 19% s 2565 % 2,347 9%
Amortization of gains and losses 138 141 -2% 301 265 14%
Provision for credit losses 5 31 -84% 7 34 -79%
Gross investment income 1,534 1.341 14% 2,873 2,648 9%
Less: invesiment expenses 18 14 29% 34 27 26%
Net investment income $ 1,516 § 1,327 14% $ 2,839 % 2,619 8%

Net investment income for the three months ended June 30, 2006 increased by $189 million or 14% compared to
the same period last year primarily as a result of an increase in assets in the European operations due to the
acquisition of two blocks of payout annuities (Phoenix and London in 2005, and The Equitable Life Assurance
Society ("Equitable Life") in the United Kingdom in 2006).

For the six months ended June 30, 2006, net investment income was $2,839 million, an increase of $220 million or
8% compared to the same period tast year. The increase in net investment income is attributable to the same
reasons as for the three month period as described above.

FEE AND OTHER INCOME

In addition to providing traditional risk-based insurance products, the Company also provides certain products on a
fee-for-service basis. The most significant of these products is segregated funds, for which the Company eamns
investment management fees, and group insurance ASO contracts, under which the Company earns administration
fees.

Fee income
For the three months For the six months
ended June 30 ended June 30
2006 2005 % Change 2006 2005 % Change
Segregated funds $ 2717 & 260 7% $ 565 $ 519 9%
ASO contracts 229 236 -3% 461 469 -2%
Other 161 124 30% 298 214 39%
$ 667 & 620 8% $ 1,324 % 1,202 10%

In the second quarter, consolidated fee income was $667 million compared to $620 million for the second quarter of
2005. Canada increased $34 million due to strong segregated funds and mutual funds asset growth. Europe
increased $19 million year over year, due to strong segregated funds performance. In the United States, fee
income decreased by $6 million due to the negative impact of currency translation. Fee income in US dollars was
up $20 million mainly due to an increase in FASCore paricipants and increased ASO business.

For the six months ended June 30, 2006 fee income was $1,324 million compared to $1,202 million for the same
period in 2005. The increase is due to the same reasons as the three month period.

The amount of segregated funds investment management fees earned by the Company is influenced by the market
value of the underlying fund assets. As market conditions and expectations dictate, the Company may from time to
time utilize derivative contracts to hedge against declines in equity market levels. In 2006, the Company has
entered into certain derivative contracts that will provide a partial hedge against a decline in the S&P TSX60
composite index.
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PAID OR CREDITED TO POLICYHOLDERS

This amount includes increases in policy liabilities, claims, surrenders, annuity and maturity payments, dividend and
experience refund payments for risk-based products, but does not include benefit payment amounts for fee-based
products (ASO contracts and segregated funds}).

In the second quarter, consolidated amounts paid or credited to policyholders were $4,959 million, up $878 million
over the second quarter of 2005. The $878 miillion increase was attributable to the United States and Europe which
were up $111 million and $816 million, respectively. This was partly offset by Canada, which was down $49 million
from the second quarter of 2005. The large increase in Europe is due to the growth of payout annuities in the UK
from the Phoenix and London acquisition and to a large payout annuity reinsurance contract written in 2006.

For the six months ended June 30, 2006, consolidated amounts paid or credited to policyholders were $8,960
million, up $63 miltion over the same period in 2005. The $63 million increase was attributable to Europe which was
up $510 million. This was offset by Canada which was down $40 million and the United States which was down
$407 million from the same period in 2005 due to the strengthening Canadian dollar and lower Financial Services
premium.

OTHER BENEFITS AND EXPENSES
Included in other benefits and expenses are operating expenses, commissions, interest expense on long-term debt
and other borrowings, and dividends on preferred shares, as well as premium taxes,

Other benefits and expenses

For the three months For the six months
ended June 30 ended June 30

2006 2005 % Change 2006 2005 % Change
Total expenses $ 559 % 567 -1% $ 1,137 3§ 1,144 -1%
Less: investment expenses 18 14 29% 34 27 26%
Operating expenses 541 583 -2% 1,103 1,117 -1%
Commissions 332 N - 674 660 2%
Financing charges 51 48 4% 98 a7 1%
Premium taxes 66 64 3% 126 125 1%
Total 3 990 $ 297 -1% $ 2,001 % 1,999 -

Operating expenses for the three months ended June 30, 2006 decreased $12 million or 2% compared to the same
period in 2005. Expenses in local currencies were up slightly but were offset by the strengthened Canadian dollar.
The increase in expenses was modest in relation to sales which increased $271 million or 17% in Canada, $103
miltion or 20% in the US and $1,048 million or 57% in Europe in the same period.

Operating expenses for the six months ended June 30, 2006 decreased $14 million or 1% compared to the same
period in 2005. Expenses in local currencies were up slightly but were offset by the strengthened Canadian dollar.
The increase in expenses was modest in relation to sales which increased $879 million or 26% in Canada, $178
million or 14% in the US and $896 million or 23% in Europe in the same period.

Financing charges consists of interest on debentures and other borrowings, as well as distributions on preferred
shares classified as liabilities

1"
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INCOME TAXES

Income taxes for the three month and six month periods ended June 30, 2006 were $136 million and $305 million,
respectively, compared to $152 millicn and $301 million for the same periods in 2005. Net income before income
taxes increased $35 million for the three months ended June 30, 2006 and $90 million for the six months ended
June 30, 2006, over the same period in 2005. In the quarer, the Company recognized the benefit of reduced
Canadian income tax rates, as previously announced by the Federal and Provincial governments. The benefit
recognized was approximately $20 million, $17 million of which is related to the non-recurring impact of lower rates
on future income taxes.

CONSOLIDATED FINANCIAL POSITION

ASSETS

Consolidated total assets under administration
June 30, 2006

United
Canada States Europe Total
Assets .
Invested assets $ 43,022 $ 25,509 $ 22,763 $ 91,294
Goodwill and intangible assets 4,983 52 1,741 6,776
Other assets 1,421 1,104 12,350 14,875
Total assets 49,426 26,665 36,854 112,945
Segregated funds assets 40,343 16,433 21,573 78,349
Total assets under administration $ 89,769 $ 43,098 $ 58,427 $ 191,294
December 31, 2005
United
Canada Slates Europe Total
Assets
Invested assets 3 42,587 $ 26,153 3 20,640 $ 89,380
Goodwill and intangible assets 4,989 54 1,737 6,780
Other assels 1,613 1,127 3,261 6,001
Total assets 49,189 27,334 25,638 102,161
Segregated funds assets 38,854 17,008 (1) 19,296 75,158
Total assets under administration $ 88,043 $ 44 342 $ 44,934 $ 177,319

(1) The Company's segregated funds offer mutual funds or other investment options that purchase guaranteed annuity contracts issued by the
Company. As of June 30, 2006, such investments had been made in the guaranteed interest annuity contracts in the amount of $40 mitlion
compared to $414 million for the same period in 2005, As the general account investments are also included in the segregated funds
account balances, the Company has reduced the segregated fund account balances by $377 million as of June 30, 2006 compared to $383
million for the same period in 2005 to avoid overstatement of custorner account values under management.

The increase in invested assets in 2006 is mainly attributable to Europe. The $2.1 billion increase in Europe is due
to a large payout annuity reinsurance contract in the Company's Reinsurance business line in 2006, organic growth
in the U.K., a capital injection to support recent acquisitions in the U.K., and the impact of favourable currency
translation.

Goodwill and intangible assets have not changed materially from December 31, 2005. Refer to the Company’s
2005 MD&A.

12

POWER CORPORATION OF CANADA — SECOND QUARTER REPORT 2006

C 10




(ﬁ%‘%ﬁ% O Management’s Discussion and Analysis
INC.

Other assets have increased by approximately $8.9 billion due to an increase in funds held by ceding insurers of
approximately $9.4 billion as a result of the agreement to acquire the non-participating payout annuity business of
Equitable Life.

Asset quality - general fund assets

The Company's allowance for credit losses decreased by $10 million to $109 million at June 30, 2006. The
combination of the allowance for credit losses of $109 million, together with the $1,306 million provision for future
credit losses in actuarial liabilities represents 1.8% of bond, mortgage and real estate assets at June 30, 2006
(1.7% at December 31, 2005).

Non-performing loans

June 30, 2006 December 31, 2005
Foreclosed Foreclosed
Asset class Bonds Mortgages _ real estate Total Bonds  Mortgages  real estate Total
Non-performing
loans $ 123 § 15 § 11§ 149 3 137§ 17§ 11§ 165
Allowances for credit losses
June 30, 2006 December 31, 2005
Specific Non-specific Specific  Non-specific
provisions provisions Total provisions  provisions Total
Bonds and mortgage loans $ 48 $ 61 $ 109 $ 51 $ g8 $ 119

Fair value

The fair value of invested assets exceeded their carrying value by $1.0 billion as at June 30, 2006 compared to
$4.2 billion at December 31, 2005. The decrease in fair value is due primarily to rising interest rates. Changes in
the fair value of assets supporting the actuarial and other liabilities of the Company's operating funds generally will
not result in a corresponding change in net income due to corresponding changes in the fair value of actuarial and
other liabilities that are matched with those assets. However, the excess of fair value over carrying value, as well
as the deferred net realized gains, on assets supporting shareholders' equity and debentures will in time be
amortized to net income.

LIABILITIES

Liabilities have increased from $89.1 billion at December 31, 2005 to $99.2 billion at June 30, 2006. The increase
is attributable to an increase in actuanal liabilities and debentures and other debt instruments. All other liabilities
have not changed materially since December 31, 2005. Refer to the Company’s 2005 MD&A.

Actuarial liabilities increased by approximately $2.8 billion mostly due to the agreement to acquire the non-
participating payout annuity business of Equitable Life, which increased actuarial liabilities by approximately $9.4
billion in the quarter.

Debentures and other debt instruments increased from $1.9 billion to $2.2 billion mainly as a result of the issuance
of $336 million (US$ 300 miillion) of Fixed/Adjustable Rate Enhanced Capital Advantaged Subordinated Debentures
through its wholly owned subsidiary, Great-West Life & Annuity Capital, LP Il. The subordinated debentures are
due May 16, 2046 and bear an annual interest rate of 7.153% until May 16, 2016. After May 16, 2016, the
subordinated debentures will bear an interest rate of 2.538% plus the 3-month LIBOR rate. The subordinated
debentures are redeemable by the Company at the principal amount plus any accrued and unpaid interest after
May 16, 2016.
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SHARE CAPITAL AND SURPLUS
Share capital outstanding at June 30, 2006 was $5,770 million, which was comprised of $1,099 million perpetual
preferred shares and $4,671 million common shares.

The Company's share capital consists of common shares and preferred shares issued by the Company. At June
30, 2006, the Company had 891,270,626 common shares outstanding with a stated value of $4,671 million
compared to 830,689,076 common shares with a stated value of $4,660 million at December 31, 2005. During the
six months ended June 30, 2006, 1,023,300 common shares were purchased for cancellation pursuant to the
Company’s Normal Course Issuer Bid at a total cost of $30 million or $29.17 per share, and 1,604,850 shares were
issued under the Company's Stock Option Plan for a total value of $16 million or $3.71 per share and $1 miilion
transferred from contributed surplus to capital stock as options are exercised for a total of $17 million.

At June 30, 2008, the Company had four series of perpetual preferred shares outstanding with an aggregate stated
value of $1,099 million.

The terms and conditions of the $199 million, 5.90% Non-Cumulative First Preferred Shares, Series F, the $300
miliion, 5.20% Non-Cumulative First Preferred Shares, Series G, the $300 million, 4.85% Non-Cumulative First
Preferred Shares, Series H and the $300 million, 4.50% Non-Cumulative First Preferred Shares, Series | do not
allow the holder to convert to common shares of the Company or otherwise cause the Company to redeem the
shares. Preferred shares of this type are commanly referred to as perpetual and represent a form of financing that
does not have a fixed term. The Company, at its option, may redeem the Series F shares on or after September 30,
2008, the Senes G shares on or after December 31, 2009, the Series H shares on or after September 30, 2010,
and the Series | shares on or after June 30, 2011. The Company regards the Series F shares, the Series G shares,
the Series H shares and the Series | shares as comprising part of its core or permanent capital. As such, the
Company only intends to redeem the Series F shares, the Series G shares, the Series H shares, or the Series |
shares with proceeds raised from new capital instruments issued during the life of the Series F shares, the Series G
shares, the Series H shares, or the Series | shares, where the new capital instruments represent equal or greater
equity benefit.

2006 activity
During the six months ended June 30, 2006, the Company paid dividends of $0.44750 per common share for a
total of $399 million and perpetual preferred share dividends of $24 million.

On April 12, 2006, the Company issued 12,000,000 4.50% Non-Cumulative First Preferred Shares, Senes | (the
"Series | Preferred Shares") with an aggregate stated value of $300 million. The Series | Preferred Shares are
redeemable at the option of the Company on or after June 30, 2011.

In total, share capital and surplus increased by $673 million, to $10,162 million at June 30, 2006 from December
31, 2005. The slight weakening of the Canadian dollar against the British pound of $0.06 and eurc of $0.04, and
the strengthening of $0.05 against the United States dollar in the second quarter of 2006 resulted in decreases to
the currency translation account of $120 million from December 31, 2005.

LIQUIDITY AND CAPITAL MANAGEMENT AND ADEQUACY
Liquidity

The Company’s liquidity position has not changed materially from December 31, 2005. Refer to the Company’s
2005 MD&A.
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Management's Discussion and Analysis
LIFECOr

Cash flows
Cash flows
For the three months For the six months
ended June 30 ended June 30
2006 2005 2006 2005
Cash flows relating to the following activities:
Operations $ 1,799 $ 1564 $ 1,747 $ 2,630
Financing ass {214) 160 (399)
Investment {1,682) {1.256) {1,722) {1,779)
Increase (decrease) in cash & certificates of deposit 502 94 185 452
Effects of changes in exchange rates on
cash and certificates of deposit 10 (72) 40 (98)
Cash 8 certificates of deposit, beginning of period 2,674 2,804 2,961 2,472
Cash & certificates of deposit, end of period $ 3,186 $ 2,826 $ 3,186 $ 2,826

The principal source of funds for the Company is cash provided by operating activities, including prernium income,
net investment income and fee income. These funds are used primarily to pay policy benefits, policyholder
dividends and claims, as well as operating expenses and commissions. Cash flows generated by operations are
mainly invested to support future liability cash requirements.

The increase in cash flow from operations is mainly due to higher premium income and investment income partially
offset by higher payments to policyhalders. In the second quanter, cash was used to acquire additional invested
assets of $1,682 million supporting policy liabilities.

In addition, financing activities, provided $385 million reflecting the issue of $300 million of preferred shares by the
Company and $336 million of subordinated debentures by a subsidiary. Financing activities include dividend
payments cof $213 million. The weakening of the Canadian dollar against the British pound and the euro increased
reported cash & certificates of deposit by $10 million.

The increase in cash flows for the six months ended June 30, 2006 is due to the same reasons as for the three
month period above,

Commitments/contractual obligations
Commitments/contractual obligations have not changed materially since December 31, 2005. Refer to the
Company's 20056 MDSA.

Capital management and adequacy

In Canada, the Office of the Superintendent of Financial Institutions (OSF1) has established a capital adequacy
measurement for life insurance companies incorporated under the Insurance Companies Act (Canada) and their
subsidiaries, known as the Minimum Continuing Capital and Surplus Requirements (MCCSR). Greai-West Life's
MCCSR ratio at June 30, 2006 was 211% (208% at December 31, 2005). London Life’'s MCCSR ratio at June 30,
2006 was 240% (237% at December 31, 2005). Canada Life's MCCSR ratio at June 30, 2006 was 220% (231% at
December 31, 2005).

GWL&A's risk-based capital ratio was 473% at December 31, 2005, well in excess of that required by the National
Association of Insurance Commissioners.
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GREAT-WEST

LIFEC OINC. Management's Discussion and Analysis

RATINGS
The Company and its major operating subsidiaries continue to hold very strong ratings.

On February 17, 2006, Dominion Bond Rating Service upgraded Lifeco's senior debt rating by one notch to AA
{low). The remaining ratings identified in the table were all reaffirmed in 2005.

Great- London | Canada

Rating agency Measurement Lifeco West Life Life GWLEA
A.M. Best Company Financial Strength A+ A+ A+ A+
Dominion Bond Rating Service Claims Paying Ability IC-1 1C-1 IC-1 NR

Senior Debt AA (low)

Subordinated Debt ) AA (low)
Fitch Ratings Insurer Financial Strength AA+ AA+ AA+ AA+
Moody's Investors Service Insurance Financial Strength Aa3l Aa3 Aa3 Aa3
Standard & Poor's Rating Services Insurer Financial Strength AA AA AA AA

Senior Debt A+

Subordinated Debt A+

RISK MANAGEMENT AND CONTROL PRACTICES

Insurance companies are in the business of assessing, assuming and managing risk. The types of risks are many
and varied, and will be influenced by factors both internal and extemnal to the businesses operated by the insurer.
These risks, and the control practices used to manage the risks, are discussed in detail in the Company's 2005
MD&A.

Foreign exchange risk

in the second quarter of 2006, the Company's foreign currency denominated operating results were translated to
Canadian dollars at the prevailing rate. In the second quarter of 2005, the US dollar operating results of the United
States segment were translated into Canadian dollars at $1.3305. The operating results of the Europe segment
were transtated into Canadian dollars at $2.3072 for the British pound, $1.6104 for the euro, and $1.2440 for US
dollars. The 2005 translation rates included the beneficial impact of forward foreign exchange confracts that
expired at the end of 2005,

FUTURE ACCOUNTING POLICIES

Earnings per share — CICA Handbook Section 3500, Earnings per Share, is expected to be amended in 2006 to
require inclusion of the dilutive effects of convertible securities in the calculation of diluted earnings per share,
regardless of the Company's intention to settle the securities in cash or common shares. As a result, the Company
will include the dilutive effects of its convertible preferred shares in the calculation of diluted eamings per share.
This change is not expected to have a material impact on the financial statements of the Company.

Financial instruments - Effective January 1, 2007, the Company will be required to comply with the new provisions
of the CICA Handbook on accounting for Financial Instruments. The new sections on Financial Instruments,
Hedges and Comprehensive Income, including revisions to the section on Life Insurance Enterprises and many
other sections, replace all previous guidance issued by the CICA.

On June 22, 2006, The Office of the Superintendent of Financial Institutions Canada issued Guideline D-10 —

Accounting for Financial Instruments Designated as Fair Value Option, which provides additional guidance to
certain federally regulated institutions, including life insurance companies.
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LIFEC O[NC_ Management's Discussion and Analysis

The new guidance introduces the concept of Other Comprehensive Income, which will track unrealized gains and
losses experienced by the Company on certain investments and derivative instruments, and the currency
translation account movement. Other Comprehensive Income together with Net Income provides the financial
statement reader with Comprehensive Income. Comprehensive Income is the total of all realized and unrealized
income, expenses, gains and losses related to the Consolidated Balance Sheet including currency translation gains
and losses on foreign subsidiary operations.

Derivative instruments, previously off-balance sheet, will be recognized at their market value in the balance sheet.

The Company will mark-to-market certain investments, primarily investments actively traded in a public market, and
certain debt instruments. Changes in market values will flow through net income for investments backing actuarial
liabilities. This impact is expected to be largely offset by corresponding changes in the actuarial labilities.
Similarly, net income will reflect market value changes in certain debt instruments and realized gains and losses on
certain investments backing surplus. Unrealized gains and losses on investments backing surplus will flow through
Other Comprehensive Income until they are realized. No change to the Company's method of accounting for real
estate or loans is anticipated.

Life Insurance enterprises will no longer defer realized gains on financial instruments (bonds, stock, and
mortgages), nor will they be allowed to carry investments in stocks at cost pius a moving average market vaiue
adjustment for unrealized gains and losses. Deferred realized gains, carried on the balance sheet at December 31,
2006, will be transferred to retained earnings on transition to the new rules.

The Company is reviewing the potential impact that these new accounting requirements will have on the financial
statements of the Company.

The new accounting guidance is expected to contribute to volatility within certain income statement line items,
particularly for investment income and actuarial provisions. However, based on the Company's review to this point,
it does not expect that the new guidance will result in a material impact on net income, other than as a result of the
inability to continue to amortize the balance of net deferred realized unamortized gains on assets backing surplus
that will exist at the time of transition to the new accounting rules.

Other Comprehensive Income will reflect movement previously credited or charged to surplus {currency translation

account), as well as some market value changes not previously recorded (unrealized gains or losses on assets
backing surplus).
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GREAT-WEST

Management's Discussion and Analysis
LIFECOse

SEGMENTED OPERATING RESULTS

The consolidated operating results of Lifeco include the operating results of Great-West Life, London Life, Canada
Life and GWL&A.

For reporting purposes, the consolidated operating results are grouped into four reportable segments, Canada,
United States, Europe, and Lifeco Corporate reflecting geographic lines as well as the management and corporate
structure of the companies.

CANADA

The Canadian segment of Lifeco includes the operating results of the Canadian businesses operated by Great-
West Life, Londeon Life, and Canada Life. There are two primary business units included in this segment. Through
its Group Insurance business unit, the Company provides life, health, disability and creditor insurance products to
group clients in Canada. Through its Individual Insurance & Investments Products business unit, the Company
provides life, disability and critical illness insurance products to indivigual clients, as well as accumulatlon and
payout annuity products for both group and individual clients in Canada.

Selected consolidated financial information - Canada

For the three months For the six months
ended June 30 ended June 30
2006 2005 % Change 2006 2005 % Change
Total premiums and deposits 3 3532 % 3.37M 5% $ 7525 § 6,851 10%
Fee and other income 223 189 18% 439 378 16%
Paid or credited to policyholders 1,617 1,666 -3% 3145 3,185 -1%
Net income - common shareholders 245 212 16% 449 398 13%
Total assels $ 49426 % 48,083 3%
Segregated funds assels 40,343 36,280 11%
Total assets under administration $ 89,769 § 84.363 8%
18
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Management's Discussion and Analysis
LIFECOme

FINANCIAL INFORMATION — CANADA

Consolidated operations

For the three months For the six months
ended June 30 ended June 30
2006 2005 2006 2005
Incoms:
Premium income $ 1,636 $ 1,593 $ 3,211 $ 3,102
Net investment income . 686 693 1,370 1,377
Fee and other income 223 189 439 378
Total income 2,545 2,475 5,020 4,857
Benefits and expenses:
Paid or credited to policyholders 1,617 1,666 3,145 3,185
Other 527 497 1,147 1,076
Amortization of finite life intangible assets 4 3 7 7
Net operating income before income taxes 397 309 [r4l 589
Income taxes N 64 173 125
Net income before non-controlling interests 306 245 548 464
Non-controlling interests 50 26 78 52
Net income - shareholders 256 219 470 412
Perpetual preferred share dividends 11 7 21 14
Net income - common shareholders $ 245 $ 212 $ 449 $ 388
NET INCOME
Net income - common shareholders
For the three months For the six months
ended June 30 ended June 30

2006 2005 % Change 2006 2005 % Change
Group Insurance $ 91 $ 78 17% $ 165 § 144 15%
Individual Insurance & Investment Products 142 136 4% 286 261 10%

Corporate 12 {2) - {2) {7) -
$ 245 % 212 16% $ 449 % 398 13%
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GREAT-WEST

Management's Discussion and Analysis
LIFECOx

PREMIUMS AND DEPOSITS AND SALES

For the three months For the six months
Premiums and deposits ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Group Insurance $ 1219 $ 1,167 4% $ 2424 § 2300 5%
Individual Insurance & Investment Products 2,313 2,204 5% 5101 4,551 12%
Total premiums and deposits $ 3,532 § 3,371 5% $ 7,525 § 6,851 10%
Summary by Type
Risk-based products $ 1636 § 1,593 3% 3 3211 § 3,102 4%
ASO contracts 543 502 8% 1,089 976 12%
Segregated funds deposits
Individual products 684 600 14% 1,625 1,397 16%
Group products 669 676 -1% 1,600 1,376 16%
Total premiums and deposits $ 3532 % 3,371 5% $ 7,525 3 6,851 10%
For the three months For the six months
Sales ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Group Insurance $ 108 $ 102 6% $ 231§ 208 1%
Individual Insurance & Investment Products 1,790 1,525 17% 4,043 3,187 27%
Total sales $ 1,898 % 1,627 17% $ 4274 3 3,395 26%

BUSINESS UNITS - CANADA

GROUP INSURANCE

in Canada, the Company offers effective benefit solutions for large and small employee groups. Through its
Canada Life subsidiary, the Company is a recognized leader in the creditor insurance business with over $1.4
billion in annual direct premium.

2006 DEVELOPMENTS
+ Net income to shareholders increased by $21 million or 15% to $165 million over 2005,
s Overall sales results grew by 11% compared to 2005.

OPERATING RESULTS

Net income

In quarter
Net income attributable to common shareholders was $91 million, which represents an increase of $13 million or
17% compared to the second quarter of 2005.

The increase reflects improved experience on small and mid-size long term disability cases as well as more

favorable morbidity results due to actuarial reserve basis change in 2006. Mitigating the increase was less
favorable investment and mortality experience.
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Management's Discussion and Analysis
- Canada

Six months
Net income atiributable to common shareholders was $165 million, which represents an increase of $21 million or
15% compared to the six months ended June 30, 2005.

The increase reflects improved experience on small and mid-size long term disability cases, more favorable
morbidity results due to actuarial reserve basis change in 2006, and better expense results. Mitigating the increase
was less favorable investment and mortality experience.

Premiums and deposits and sales

Group Insurance - divisional summary

For the three months

For the six months

Premiums and deposits anded June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Small/mid-sized case $ 464 § 455 2% $ 925 § 905 2%
Large case - insured 399 386 3% 786 785 -
-ASO 543 502 8% 1,089 976 12%
- creditor/direct marketing 37 28 32% 69 68 1%
Sub-total 1,443 1,371 5% 2,869 2,734 5%
Premiums reinsured
Small/mid-sized case {116) (117) (233) (245)
Large case - insured {108) (87) {212) (189)
Net premiums $ 1,219 § 1,167 4% $ 2424 $ 2300 5%
For the three months For the six months
Sales ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Small/mid-sized case $ 51 $ 43 19% $ 90 % 85 8%
Large case - insured 12 6 100% 31 28 1%
-ASO 20 47 -57% 83 66 26%
- creditor/direct marketing 25 6 3M7% 27 29 -T%
Total sales $ 108 § 102 6% $ 231 § 208 11%
In quarter

Total net premiums and deposits were $1,219 million, which is 4% higher than the second quarter of 2005.
Excluding the impact of $224 million of premiums ceded under a bulk reinsurance agreement ($204 million in
2005), premiums and deposits increased 5% over the comparative period in 2005. Large case ASO premiums and
deposits increased 8% resulting from strong sales in the first quarter of 2006. Creditor/direct marketing net
premiums increased 32% mainly due to an increase in the percentage of premium reinsured in 2005 retroactive to
the beginning of the year.

Overall sales results in the quarter were up 6% compared to 2005. The decrease in large case ASO sales was
mainly due to one saie of $28 million in 2005 that was not repeated in 2006. The increase in creditor/direct
marketing was due to a large sale in 2006 for $21 million.

Six months

Total net premiums and deposils were $2,424 million, which is 5% higher than the six months ended June 30,
2005. Excluding the impact of $445 million of premiums ceded under a bulk reinsurance agreement ($434 million
in 2005), premiums and deposits increased 5% over the comparative period in 2005. Large case ASQ premiums
and deposits increased 12% resulting from strong sales in 2006.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOne

Overall sales results for the six months ended June 30, 2006 were up 11% compared to 2005. The increase in
large case ASQ sales was mainly due to two large sales in 2006 for $42 million compared to one large sale in 2005
for $28 million.

INDIVIDUAL INSURANCE & INVESTMENT PRODUCTS

Individual Insurance & Investment Products (INP) consists of four distinct business lines: Individual Life Insurance,
Living Benefits, Individual Retirement & Investment Services (IRIS) and Group Retirement Services. Products are
distributed through Freedom 55 Financial®™ and Great-West Life financial security advisors, Canada Life
distribution partners, including managing general agents (MGAs), independent brokers and intercorporate
agreements with other financial institutions.

2006 DEVELOPMENTS
* Universal life sales continue to be strong, with premiums double that of 2005.

e Sales of retail investment funds, including segregated funds and mutual funds, increased 23% and contributed
to asset growth of over 7% since December 31, 2005. ’

¢ Sales of Group Capital Accumulation Plans, Payout Annuities and Investment Only business increased 72%
contributing to an increase in Group segregated funds assets of 4% since December 31, 2005.

s Effective June 30, 2008, the Company exercised its option to recapture 20% of the Individual life insurance
business ceded under a bulk reinsurance treaty in 2003. The recapture did not have an impact on the net
income in the quarter.

OPERATING RESULTS

Net income - common shareholders

For the three months For the six months
ended June 30 ended June 30
2006 2005 % Change 2006 2005 % Change
Individual Life $ 52 % 44 18% $ 13 $ 85 33%
Living Benefils 18 18 - 33 31 6%
Individual Retirement & Investment Services 48 41 17% 91 87 5%
Group Retirement Services 24 33 -27% 49 58 -16%
$ 142 § 136 4% $ 286 % 261 10%
Net income
In quarter

Net income attributable to comman shareholders was $142 million compared to $136 million in the second quarter
of 2005, an increase of $6 million or 4%.

Individual Life net income was $52 million compared to $44 mitlion in the second quarter of 2005. The increase in
net income reflects favourable actuarial reserve basis change in 2006 and additional investment and expense
gains. The 2006 results also reflected additional new business strain due to a large increase in universal life sales.
Mortality claims experience was less favourable.

Living Benefits net income was $18 million compared te $18 million in the second quarter of 2005. The 2006 results
reflect increased morbidity and investment gains offset by weaker surrender expernence.
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Management’s Discussion and Analysis
LIFECOne

IRIS net income was $48 million compared to $41 million in the second quarter of 2005. Higher segregated funds
and Quadrus mutual funds asset levels have resulted in an increase in fees. These positive results were mitigated
somewhat by reduced income from a decline in guaranteed product assets.

Group Retirement Services net income was $24 million compared to $33 million in the second quarter of 2005. The
decrease in net income reflects higher strain from increased sales of payout annuities, less favourabte actuarial
reserve basis change in 2006 and lower investment gains.

Net income attributable to participating policyholder was $46 million, $23 million more than in the second quarter of
2005, largely driven by higher investment gains in connection with an increased proportion of equities backing
policy liabilities in the participating accounts.

Six months '
Net income attributable to common shareholders was $286 million compared to $261 million for the six months
ended June 30, 2005, an increase of $25 million or 10%.

Individual Life net income was $113 million compared to $85 million for the six months ended June 30, 2005. The
increase in net income reflects a more favourabie actuarial reserve basis change in 2006 and improved mortality
experience. This result was partially offset by additional new business strain due to the large increase in universal
life sales in 2006.

Living Benefits net income was $33 million compared to $31 million for the six months ended June 30, 2005, The
increase in net income reflects improved investment and morbidity experience partialiy offset by iess favourable
surrender experience and lower expense gains.

IRIS net income was $91 million compared to $87 million for the six months ended June 30, 2005, reflecting growth
in segregated funds and Quadrus mutual funds asset levels. These positive results were mitigated somewhat by
reduced income from a decline in guaranteed product assets.

Group Retirement Services net income was $49 million compared to $58 million for the six months ended June 30,
2005. The decrease in net income reflects higher strain from increased sales of payout annuities, less favourable
actuarial reserve basis change in 2006 and lower income from a decline in guaranteed product assets partially
offset by an increase in fees from investment fund asset growth.

Net income attributable to participating policyholder was $69 million, $26 million more than for the six months

" ended June 30, 2005, largely driven by higher investment gains in connection with an increased proportion of
equities backing policy liabilities in the participating accounts.
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Management's Discussion and Analysis
LIFECOn

Premiums and deposits and sales

Individual Insurance & Investment Products - divisional summary

For the three months For the six months
Premiums and deposits ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Life Insurance - Participating $ 471 $ 459 3% $ 211 5 885 3%
- Non-participating 131 120 9% 258 233 1%
Living Benefits 60 58 3% 119 114 4%
individua! Retirement & investment Services
Risk-based products ral 115 -38% 165 206 -20%
Segregated funds 684 600 14% 1,625 1,397 16%
Group Retirement Services
Risk-based products 227 176 29% 423 340 24%
Segregated funds 669 676 -1% 1,600 1,376 16%
Total premiums and deposits $ 2313 § 2204 5% $ 5101 5 4551 12%
For the three months For the six months
Sales ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Life lnsurance - Participating 3 20 % 20 - $ 3 % 40 -5%
- Non-participating 33 22 50% 59 40 48%
Living Benefits 10 11 -9% 19 23 -17%
Individual Retirement & Investment Services
Risk-based producis 152 2086 -26% 341 426 -20%
Segregated funds 803 702 14% 1,899 1,643 16%
Securities ‘" 301 169 78% 579 369 57%
Group Retirement Services
Risk-based products 144 95 52% 255 122 109%
Segregated funds 217 197 10% 613 340 80%
Securities " 110 103 7% 240 184 30%
Total sales $ 1,790 % 1.525 17% $ 4043 § 3,187 2%

(1) Includes mutual funds distributed by Quadrus Investment Services, stock incentive and mutual funds administered by GRS Securities Inc.
and portfolio assets managed by Laketon Investment Management.

INDIVIDUAL LIFE
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In quarter

Individual life insurance sales were $53 million during the second quarter and $11 million or 26% higher than the
second quarter of 2005. Universal life sales continue to exhibit exceptional growth across all channels producing a
total 105% increase over the second quarter of 2005. Total participating product sales were up 4% in the quarter
as strong growth in case count was offsel by less targe case sales in the exclusive channel. The independent
MGA/National Accounts channel grew 50% in participating product sales due to increased promotional efforts.
Sales of term products were similar to the second quarter of 2005.

Premiums and deposits on individual life products were $602 million in the second guarter, a $23 million increase
over the second quarter of 2005, and were highlighted by non-participating life insurance revenue premium growth
of 9%. This reflects both continued strong persistency and sales momentum, particularly in the universal life
product line.
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Management's Discussion and Analysis
LIFECOx

Six months

Individual iife insurance sales of $97 million for the six months ended June 30, 2006 were $17 million or 21% higher
than the comparative period in 2005, as universal life product sales doubled over the six months ended June 30,
2005. All distribution channels exhibited significant growth in universal life sales over 2005. Sales of term products
were 4% higher than the six months ended June 30, 2005 due to increases in the Gold Key and exclusive
channeis. While participating product sales decreased 3%, this was entirely due to fewer large case sales in the
exclusive channel. Participating policy count volumes were strong in all channels and the independent
MGA/National Account channel exhibited exceptional 50% sales growth due increased promotional efforts.

Premiums and deposits on individual life products increased $51 million over the six months ended June 30, 2005,
highlighted by 11% growth in non-participating life insurance revenue premium. These results reflect both
continued strong persistency and sales momentum, particularly in the universal life product line,

Living BENEFITS

In quarter

Total living benefits sales were $10 million, 9% lower than in the second guarter of 2005 due mainly to exceptional
critical illness sales in 2005. Premium rates were increased in response to reinsurer rate increases in the Canadian
critical illness insurance market in the fourth quarter of 2004 for both the Great-West Life and Canada Life brands.
Significant volumes of the previcus series of less expensive criticat illness products continued to be placed in first
half of 2005.

Total living benefits premiums were $60 million, 3% higher than the second quarter of 2005. The result reflects
growth in both disability and critical iliness premiums, evidencing good persistency and strong sales in the last hatf
of 2005.

Six months

Total living benefits sales were $19 million, 17% lower, and premiums were $119 million, 4% higher, than for the six
months ended June 30, 2005 for the same reasons as the three month period.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOwxe - Caneca

Assets under administration

Assets under administration

June 30 December 31
2006 2005 2005 2004
8Business/Product
Individual Retirement & Investment Services
Risk-based products $ 5940 3 6,052 $ 6041 § 6,129
Segregated funds 18,902 16,837 18,175 15,759
Group Retirement Services
Risk-based products 5,852 5,815 5,846 5,825
Segregated funds . 21,441 19,443 20.679 18,699
Total assets under administration $ 52135 § 48,147 $ 50741 % 46,412
Other plan assets ()
Business/Product
Individual Retirement & Investment Services $ 4,074 3% 2,541 k3 330 3 2,174
Group Retirernent Services 6,096 6,604 7.001 6,986
Total assets under administration and other plan assets
Individual Retirement & Investment Services $ 28916 § 25430 $ 2752 $ 24,082
Group Retirement Services (" $ 33389 $ 31862 $ 3352 § 31510

{1} Includes mutua! funds distributed by Quadrus Investment Services, stock incentive and mutual funds administered by GRS Securities Inc.
and portfolic assets managed by Laketon Investment Management.

INDIVIDUAL RETIREMENT & INVESTMENT SERVICES (IRIS)

In quarter

IRIS experienced a strong quarter highlighted by a 14% increase in segregated funds sales over the same period in
2005 despite an in quarter equity market decline. Double digit growth was achieved by each of Great-West Life,
London Life and Canada Life in quarter. Segregated funds assets decreased by 2% in quarter to $18.9 billion at
June 30, 2006 due to a comection in the investment market evidenced by a 4% decrease in the S&P/TSX
Composite Index. The impact of the equity market correction was partially offset by positive net cash flow of about
1% of opening assets.

Premiums from risk-based products decreased 38% from the second quarter of 2005 and sales were down 26%
fram 2005, both due to a decline in payout annuity sales. The decling in payout annuity sales is largely due to
lower sales in the structured settlement market. The Company is reviewing this speciaity product market segment
to assess its Jonger term positioning and marketing strategy.

Sales of mutual funds through Quadrus Investment Services increased 78% over the same quarter in 2005.
Mutual fund assets grew to nearly $4.1 billion at June 30, 2008, with $1.6 billion of the total in proprietary Quadrus
Group of Funds. Quadrus acquired another book of mutual fund business comprising $270 million of assets and 12
representatives which contributed to the growth in third party mutual fund assets under administration. Additional
acquisitions of mutual fund books and investment representatives are in progress for 2006 which will continue to
build scale and opportunity for additional profitability for Quadrus and future insurance product business.
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LIFECOne

Six months

IRIS experienced a strong first half highlighted by a 16% increase in segregated funds sales over the six months
ended June 30, 2005 with all three companies achieving double digit growth. This sales growth is partly due to the
momentum created from a lengthy period of good investment fund markets and the continuing strong marketing
and competitive product offerings. Segregated fund assets increased by 4% in year to $18.9 billion at Jupe 30,
2006. This increase in assets was achieved from good net cash flow and an increase in Canadian equity securities
market value, evidenced by 3% increase in the S&P/TSX Composite Index from year end.

Premiums from risk-based products decreased 20% from the six months ended June 30, 2005 and sales were
down 20% for the same reasons as the three month period.

Sates of mutual funds through Cuadrus Investment Services increased 57% over the six months ended June 30,
2005. Mutual fund assets grew by 23% from December 31, 2005 to nearly $4.1 billion at June 30, 2006. Since late
2005, Quadrus has acquired books of mutual funds business comprising $840 million of assets and over 82
representatives which has contributed to the growth in third party mutual fund assts under administration.

GROUP RETIREMENT SERVICES

In quarter

Segregated funds deposits decreased by 1% versus 2005 with deposits to administered plans increasing by 10%
offset by a decline in large investment only deposits. Sales of new plans increased 10% over 2005, continuing the
momentum from the first quarter. Segregated fund assets declined 2% in quarter due to declines in the investment
market evidenced by a 4% decrease in the S&P/TSX Composite Index.

Premiums and sales of risk-based products increased significantly over 2005 reflecting the 52% increase in group
payout annuity sales. This increase is attributable to the Company’s increased focus on the product as integration
efforts have wound down,

The $1 billion decling in other plan assets is largely due to the decline in the markets and the loss of a $770 million
contract. The loss of this low margin, record keeping services only contract has allowed resources to be directed to
increasing our more profitable businesses. The Company has a strategy in place to improve the profitability on the
remaining block of other plan assets over the next few years.

Six months

Segregated fund deposits increased 16% in the period with deposits to administered plans increasing by 19% while
~ large investment only deposits increased by 4%. Sales of new plans increased 80% over 2005 highlighted by
outstanding large case results in the first quarter. Segregated fund assets increased 4% from December 31, 2005
due to strong net cash flow and modest increases in the investment market evidenced by a 3% increase in the
S&P/TSX Composite Index.

Premiums and sales of risk-based products increased significantly over 2005 reflecting the 119% increase in group
payout annuity sales. The Company has been successful in the large group payout annuity market in the last 12
months.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOw

CORPORATE
Net Income

In quarter

Net income in the quarter was $12 million, compared to a loss of $2 million in 2005, resulting in a year over year
increase of $14 million. The 2006 results include the benefit of $20 million from the reduction of Canadian Federal
and Provincial income tax rates, including a $17 million non-recurring portion relating to the impact on future
income taxes. The 2005 results include favorable tax experience of $18 million not repeated in 2006. The 2006
results also reflect an increase in investment income on assets backing surplus.

Six months

Net income for six months was a loss of $2 million compared to a loss of $7 million in 2005, resulting in a year over
year increase of $5 million. In addition to the items described above, the 2005 result included the release of a
redundant real estate investment provision of $10 million after-tax.
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Management's Discussion and Analysis
LIFECOINC- - United States

UNITED STATES

The United States operating results for Lifeco include the results of GWL&A and the results of the insurance
businesses in the United States branches of Great-West Life and Canada Life, together with an allocation of a
portion of Lifeco's corporate results.

2006 DEVELOPMENTS
¢ Netincome in US dollars increased 3% over the second quarter of 2005.

e Healthcare net income in US dollars decreased $15 million or 33% related to poor aggregate stop-loss
experience.

¢ Membership continued its upward trend, due to growth in specialty markets.

« Financial Services net income in US dollars has increased 22% in the second quarter of 2006 primarily as a
result of higher fee income and net investment margins.

e GWLSA has reached an agreement to acquire certain 401(k) plan business from Metropolitan Life Insurance
Company and its affiliates.

AGREEMENT TO ACQUIRE 401(k) PLAN BUSINESS

On June 26, 2006, GWL&A entered into an agreement to acquire several parts of the full service-bundled, small
and midsize 401(k), as well as some defined benefit plan business, of Metropolitan Life Insurance Company and its
affiliates. The acquisition also includes the associated dedicated distribution group, including wholesalers,
relationship managers and sales associates. The transaction is expected to close in the fourth quarter of 20086,
subject to regulatory approval in the United States, and is expected to increase assets and policyholder liabilities by
approximately $1.6 billion (U.S. $1.4 bilion) on the consolidated balance sheet. In addition, the Company will
receive fee income by providing administrative services and recordkeeping functions on approximately $6.8 billion
(U.S. $6.1 billion) of participant account values.

Selected consolidated financial information - United States

For the three months For the six months
ended June 30 ended June 30
2006 2005 % Change 2006 2005 % Change
Total premiums and deposits 4 2616 $ 2,707 -3% $ 5379 § 5,910 -9%
Fee and other income 290 296 -2% 587 580 -1%
Paid or credited to policyholders 843 732 15% 1,681 2,088 -19%
Net income - common shareholders 127 150 -15% 261 294 -11%
Total assets $ 26,665 % 29,045 -8%
Segregated funds assels (1) 16,433 17,329 -5%
Total assets under administration $ 43098 § 46,374 -T%

1) The Company's segregated funds offer mutual funds or other investment options that purchase guaranteed annuity contracts issued by the
Company. As of June 30, 2008, such investments had been made in the guaranteed interest annuity contracts in the amount of $40 million
compared to $414 million for the same period in 2005. As the general account investments are also included in the segregated funds
account balances, the Company has reduced the segregated fund account batances by $377 million as of June 30, 2006 compared to $383
million for the same period in 2005 to avoid cverstatement of customer account values under management.
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LIFE

Management's Discussion and Anzlysis

= United States

FINANCIAL INFORMATION — UNITED STATES

Consolidated operations

For the three months

For the six months

ended June 30 ended June 30
2006 2005 2006 2005
' Income:
Premium income s 677 $ 572 $ 1,369 3 1,776
Net investment income 337 385 672 756
i Fee and other income 290 296 587 590
Total income 1,304 - 1,253 2,628 3,122
Benefits and expenses:
Paid or credited to policyholders 843 732 1,681 2,088
Other 286 308 575 612
Net operating income before income taxes 175 213 372 422
income taxes 44 61 105 125
Net income before non-controlling interests 1 152 267 297
Non-controlling interests 4 2 6 3
Net income - common shareholders 127 150 261 294
NET INCOME
Net income - common shareholders
For the three months For the six months
ended June 30 ended June 30
20086 2005 % Change 2006 2005 % Change
. Healthcare $ M3 56 -45% $ 81 3 115 -30%
z Financial Services 89 89 - 172 172 -
o Corporate 7 5 40% 8 7 14%
e $ 127 5 150 5% § 261§ 294 1%
E In millions US $ $ 12§ 109 3% $ 220 5 219 5%
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Management's Discussion and Analysis
I IFE‘ O]Nc_ - United States

PREMIUMS AND DEPOSITS AND SALES

For the three months For the six months
Premiums and deposits ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Healthcare $ 1602 $§ 1,629 2% $ 3278 % 3,275 -
Financial Services 1,014 1,078 -6% 2,101 2,635 20%
Total premiums and deposits $ 2616 3% 2,707 -3% $ 5379 % 5,910 -9%
Summmary by Type
Risk-based products 677 572 18% $ 1369 3 1,776 -23%
Self-funded premium equivalents
(ASO contracts} 1,343 1,443 -7% 2,716 2,859 -5%
Segregated funds deposits
Individual products 97 47 106% 173 102 70%
Group products 499 645 -23% 1,121 1,173 -4%
Total premiums and deposits $ 2616 $ 2707 -3% $ 5379 § 5,910 -9%
Total premiums and deposits US % $ 2,314 3§ 2,162 7% $ 4717 § 4,766 -1%
For the three months For the six months
Sales ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Healthcare $ 146 3% 136 7% s 497 a7 6%
Financial Services 470 377 25% 988 836 18%
Total sales $ 616 $ 513 20% $ 1,485 § 1,307 14%
Total sales US § $ 547 §$ 408 34% $ 1,302 § 1,053 24%

BUSINESS UNITS - UNITED STATES

In quarter earnings in the Healthcare business unit in US dollars totalled $28 million, which is a 33% decrease
compared to second quarter of 2005, Aggregate stop-loss experience deteriorated primarily in the Select Market
and Mid-Markets. The poor aggregate stop loss experience was due to pricing levels resulting from competitive
market conditions, higher medical trend in 2006 compared to the same period last year and a combination of faster
claims processing and faster submission of claims by providers. This was partially offset by increased
administrative fees on higher membership, particularly in Select and Specialty Markets. Unfavourable currency
translation impacted net income by $7 million in the quarter.
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Six months

For the six months ended June 30, 2006, eamnings in the Healthcare business unit in US dollars totalled $71 million,
which is an 17% decrease compared to same period in 2005. A deterioration in the aggregate stop-loss claims
experience in all US Market segments and individual stop-loss claims experience primarily in Mid and National
Markets, as discussed above, was partially offset by increased administrative fees on higher membership and
increased Pharmacy Benefit Management revenue. Unfavourable currency translation impacted net income by $15
million for the six months ended June 30, 2006.
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Management's Discussion and Analysis
I IFE‘ OINC' = United States

Premiums and deposits and sales

Healthcare - divisiona! summary

For the three months For the six months
Premiums and deposits ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Group life and health - guaranteed $ 259 % 186 39% $ 562 % 416 35%
- ASO 1,343 1,443 7% 2,716 2,859 -5%
Total premiums and deposits $ 1,602 % 1,629 -2% $ 3,278 3 3,275 -
Total premiums and deposits US $ $ 1,417 % 1,303 9% $ 2875 % 2,641 9%
For the three months For the six months
Sales ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Group life and health $ 146 § 138 7% $ 497 % 4 6%
Total sales US $§ $ 131 % 107 22% $ 436 § 379 15%

Healthcare - members (in thousands)

Change for the
three months ended
June 30 Total at June 30
2006 2005 2006 2005 % Change
Select and mid-market (15) (17 1,234 1,266 -3%
National and Specially Market 41 (5) 843 626 35%
Total 26 (22) 2,077 1,892 10%

In quarter

The reported net premiums and deposits decreased by 2% compared to the second quarter of 2005. Healthcare
premiums and deposits for the quarter, in US dollars, increased 9% to $1,417 million due, in part, to renewal price
increases and increased membership in Select and Specialty Markets, In addition, the termination of a stop loss
reinsurance agreement effective January 1, 2006 resulted in a decrease in ceded premium in US dollars of $64
million compared to the second quarter of 2005.

Excluding the impact of reinsurance activity in 2005, premium income in US dollars totafled $1,366 million.

Healthcare sales in US dollars increased 22% to $131 mifiion for the second guarter of 2006 over the same period
last year. This increase is attributable to increased average premium per member sold combined with an increase
in Select Market.

Six months

The reported net premiums and deposits were flat compared to the six months ended June 30, 2005. Healthcare
premiums and deposits for the period, in US dollars, increased 9% to $2,875 million due, in part, to renewal price
increases and increased membership in the Select and Specialty Markets. However, the termination of a stop loss
reinsurance agreement effective January 1, 2006 resulted in a decrease in ceded premium of $126 million
compared to the six months ended June 30, 2005.

Excluding the impact of reinsurance activity in 2005, premium income in US dollars totalled $2,766 million.
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Management’s Discussion and Analysis
LIFECOINC- - United States

Membership at June 30, 2006 of 2.077 million members increased 3% from 2.025 million members at December
31, 2005, mainly due to Specialty Market sales.

Healthcare sales increased 15% to $436 million for six months ended June 30, 2006 over the same pericd last year
in US dollars. This increase is attributable to increased average premium per member sold combined with an
increase in Select and Specialty Markets.

FINANCIAL SERVICES

Net income

In quarter

In guarter earnings were $89 million, which is flat compared to the same period in 2005. In US dollars, earnings
increased 22% compared to the same period in 2005. The increase in-quarter was due primarily to higher
investment margins and fee income due to growth from new institutional client relationships and the improvement in
the U.S. equity markets. Unfavourable currency translation impacted net income by $14 million in the quarter.

Six months

For the six months ended June 30, 2006, earmings were $172 million, which is flat compared to the same period in
2005. In US dollars, eamings increased 17% compared to the same period in 2005. The increase was due
primarily to higher investment margins and fee income mentioned above. Unfavourable currency translation
impacted net income by $26 million for the six months ended June 30, 2006.

Premiums and deposits and sales

Financial Services - divisional summary

For the three months For the six months
Premiums and deposits ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
_ Individual Markets $ 275 3 214 29% $ 520 % 429 21%
Retirement Services 739 864 -14% 1,581 2,206 -28%
Total premiums and deposits $ 1,014 % 1,078 -6% $ 2101 § 2,635 -20%
Total premiums and deposits US $ $ 897 § 859 4% $ 1,842 § 2,125 -13%
For the three months For the six months
Sales ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Individual Markets $ 152 % 56 - $ 258 § 103 -
Retirement Services 318 321 -1% 730 733 -
Totaf sales $ 470 3 377 25% $ 088 § 836 18%
Total sales US § $ 416 3 301 38% $ 866 % 674 28%
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GREAT WEST Management's Discussion and Analysis
LIFECOINC. - United States

Financial Services - participant accounts (in thousands)

Change for the
three months ended
June 30 Totat at June 30
2006 2005 2006 2005 % Change
Individual Markets {2) (2) 451 460 -2%
Public/Non-Profit 3 21 1,599 1,474 8%
FASCore 6 27 894 707 26%
401(k) {2) {20} 475 491 -3%
Retirement Services 7 28 2,968 2,672 1%
Total 5 26 3,419 3,132 9%

In quarter

Premiums and deposits for the quarter were $1,014 million, a decrease of $64 million or 6% compared to the same
period in 2005. The decrease is attributable to the strengthening of the Canadian deoflar. In US dollars, the
premiums and deposits increased slightly due to an increase from BOLI general account premium.

Sales for the quarter increased $93 million or 25% compared to the same period in 2005. The increase is primarily
in Individual Markets, due to higher general account sales of the BOLI product in 2006.

Six months

Premiums and deposits for the six months ended June 30, 2006 were $2,101 million, a decrease of $534 million or
20% compared to the same period in 2005, The Company's segregated funds offer mutual funds or other
investment options that purchase guaranteed interest annuity contracts. in the first half of 2005 there was a large
purchase of such guaranteed interest annuity contracts of $414 million compared to only $40 million for the six
months ended June 30, 2006. The remaining decrease vear over year is primarily due to the strengthening of the
Canadian dollar.

Sales for the six months ended June 30, 2006 increased $152 million or 18% compared to the same period in
2005. The increase is primarily in Individual Markets which exhibited growth in the general account saies of the
BOLI product, as well as increased sales of the Schwab variable annuity product.

Increase in participant accounts is primarily in the FASCore line of business. FASCore increased due to the

addition of new institutions since the first quarter of 2005 including Franklin Templeton Investments with 77,000
participants, Federated Investors with 80,000 participants and JP Morgan with 15,000 participants.
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Financial Services - Retirement Services customer account values

Change for the
three months ended
June 30 Total at June 30
2006 2005 2006 2005 % Change
General account - fixed options
Public/Non-profit $ (27§ a7 $ 4072 5 4668 -13%
401(k) (14) 42 1,250 1,326 -6%
$ (231) § 139 $ 5322 § 5,994 -11%
Segregated funds - variable options
Public/Non-profit $ (538) % 214 $ 6,179 $ 6,738 8%
401(k) {566) 259 7,298 7,636 -4%
$ {1,104} % 473 $ 13,477 5 14374 -6%
Unaffiliated retail investment options &
administrative services only
Public/Non-profit $ (2196) § 2,144 $ 43152 § 38529 12%
401(k} (245) 286 6,424 6,343 1%
Institutional (FASCore) {2,285) 2.686 26,805 21,792 23%
$ (4726) 3 5,116 $ 76481 $ 66,664 15%
All of the customer account values were negatively impacted by the strengthening of the Canadian dollar against
the US dollar.
Account values invested in the general account fixed investment options have decreased in US dollars by 2%

compared to the same period last year, due to the termination of a single large case that totalled $60 million US
dollars.

Account values invested in the segregated variable investment options have remained relatively flat in US dollars
when comparing June of 2006 to June of 2005.

Participant accounts’ values invested in unaffiliated retail investment options and participant account values where
only administrative services and recordkeeping functions are provided have increased 26% in US dollars in 2006.
The increase is primarily attributable to an increase in participants from institutional cases and improvement in U.S.
equity markets.
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GREAT-WEST

Management’s Discussion and Analysis
LIFECOxe - Gurope

EUROPE

The European segment is broadly organized along geographically defined market segments and offers protection
and wealth management products and reinsurance. The segment is comprised of two distinct primary business
units: Insurance & Annuities, which consists of operating divisions in the United Kingdom, Isle of Man, Republic of
Ireland, and Germany; and Reinsurance, which operates primarily in the United States, Barbados and Ireland.

The Insurance & Annuities business is conducted through Canada Life and its subsidiaries. The Reinsurance
business is conducted through Canada Life, LRG, and their subsidiaries.

TRANSLATION OF FOREIGN CURRENCY
Foreign currency assets and liabilities are translated into Canadian dollars at the market rate at the end of the
financial period. All income and expense items are translated at an average rate for the period.

In 2005, the Company mitigated the volatility asscciated with the fluctuation of foreign currencies by using forward
foreign currency contracts. The effect of these contracts was reflected in the net effective rates. In 20086, the
Company has no forward foreign currency contracts in place. The rates used to translate foreign currency
denominated items are:

Period ended Balance sheet Operations
Assets & liabilities Income & expenses Net effective rate
United States dollar
June 30 2006 $1.12 $1.14 $1.1400
March 31, 2006 $1.17 $1.15 $1.1500
December 31, 2005 $1.17 $1.21 $1.2553
June 30, 2005 $1.23 $1.24 $1.2440
March 31, 2005 $1.21 $1.23 $1.2300
British pound
June 30, 2006 $2.06 $2.04 $2.0400
March 31, 2006 $2.03 $2.02 $2.0200
December 31, 2005 $2.00 $2.21 $2.3272
June 30, 2005 $2.20 $2.31 $2.3072
March 31, 2005 $2.28 $2.32 $2.3013
Euro
June 30, 2006 $1.42 $1.40 $1.4000
March 31, 2006 $1.42 $1.39 $1.3900
December 31, 2005 $1.38 $1.51 $1.6159
June 30, 2005 $1.48 $1.59 $1.6104
March 31, 2005 $1.57 $1.61 $1.6053

The currency translation impact discussed in the Europe section of this report is based on the application to the
2006 results of the 2005 translation rates including, where appropriate, the impact of forward foreign exchange
contracts in place in 2005.

Currency translation impact is a non-GAAP financial measure which aftempts to remove the impact of changed
currency translation rates on GAAP results. Refer to “Non-GAAP Financial Measures” section of this report.
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Management's Discussion and Analysis
LIFECOn - Europe

2006 DEVELOPMENTS

s Shareholder net income was $96 million, down 5% from the second quarter of 2005. Excluding the
unfavourable currency translation impact, shareholder net income was up 8%.

¢ Insurance & Annuities premiums and deposits increased by $620 million, up 42% over the second quarter of
2005. Excluding the unfavourable currency translation impact, Insurance & Annuities premiums and deposits
increased 60%.

« Insurance & Annuities sales increased by $567 million, up 57% over the second quarter of 2005. Excluding the
unfavourable currency translation impact, Insurance & Annuities sales grew by 76%.

» The Company purchased a payout annuity block of business from The Equitable Life Assurance Society in the
U.K.

PURCHASE OF PAYOUT ANNUITY BLOCK IN THE UNITED KINGDOM

During the guarter, the Company's United Kingdom subsidiary, Canada Life Limited, reached an agreement to
acquire the non-participating payout annuity business of The Equitable Life Assurance Society in the United
Kingdom. The block of business adds approximately 130,000 annuity policies. This represents a significant
increase to Canada Life Limited's existing annuity business and brings the Company's annuity policies to a total of
approximately 280,000 policies. This acquisition, along with Phoenix and London Assurance Limited payout
annuity acguisition in 2005, furthers the Company'’s strategy to capitalize on its position in core European markets
and will add to Canada Life’s strong position in the payout annuity market.

Under the terms of the transaction, the Company will assume a block of payout annuity liabilities, and receive a
corresponding amount of assets. At year-end 2005, the value of the assets and liabilities was £4.6 billion (9.3
billion). Effective January 1, 2006, the Company acquired these liabilities by way of indemnity reinsurance.
Arrangements are being made to transfer the policies and supporting assets to the Company. This transfer is
expected to be completed in the first quarier of 2007, subject to regulatory and court approval.

At June 30, 2006, the transaction resulted in an increase in funds held by ceding insurers and a corresponding
increase in policyholder liabilities of $9.4 billion on the consolidated balance sheet.

FINANCIAL INFORMATION — EUROPE

Selected consolidated financial information - Europe

For the three months For the six months
ended June 30 ended June 30
2006 2005 % Change 2006 2005 % Change
Total premiums and deposits ] 3,498 % 2,384 47% $ 5930 $ 4,951 20%
Fee and other income 154 135 14% 293 234 27%
Paid or credited to policyholders 2,499 1,683 48% 4,134 3,624 14%
Net income - common shargholders 96 101 -5% 207 202 2%
Total assets $ 36,854 $ 21,126 74%
Segregated funds assets 21,573 18,269 18%
Total assets under administration $ 58,427 § 38,395 48%
37

POWER CORPORATION OF CANADA — SECOND QUARTER REPORT 20046

C 35

(=)
=
m
I
=
=
m
(")
—
o
il
m
m
=]
=
™
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Management's Discussion and Analysis
LIFECOm - urope
Consolidated operations
For the three months For the six months
ended June 30 ended June 30
2006 2005 2006 2005
Income:
Premium income $ 2131 $ 1,618 $ 3,559 $ 3,466
Net investment income 493 252 797 492
Fee and other income 154 135 298 234
Total income 2,778 2.006 4,654 4,192
Benefits and expenses:
Paid or credited to policyholders 2,499 1,683 4,134 3,624
Other 176 191 77 309
Amortization of finite iife intangible assets 1 1 2 2
Net operating income before income taxes 102 131 241 257
Income taxes {5) 25 19 48
Net income before non-controliing interests 107 106 222 209
Non-controlling interests 8 5 12 7
Net income - shareholders 99 101 210 202
Perpetual preferred share dividends 3 - 3
Net income - common shareholders 96 101 207 202
NET INCOME
Net income - common shareholders
For the three months For the six months
ended June 30 ended June 30
2006 2005 % Change 2006 2005 % Change
O Insurance & Annuities 89 § 79 13% $ 177 §$ 157 13%
= Reinsurance 21 21 - 43 44 2%
8 Corporate {14) 1 - (13) 1 -
b 96 $ 101 -5% $ 207 § 202 2%
=
v
el
=
—
E-4
[FE)
(=
[he)
38
POWER CORPORATION OF CANADA — SECOND QUARTER REPORT 2006
C 36
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LIFECOne - Euron
PREMIUMS AND DEPOSITS AND SALES
For the three months For the six months
Premiums and deposits ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
UK / Isle of Man 1,741 1,138 53% $ 2918 § 2,147 36%
Ireland / Germany 335 315 6% 654 665 -2%
Intemnational 5 8 -38% 10 17 -41%
Insurance & Annuities $ 2081 % 1,461 42% $ 3582 § 2,829 27%
Reinsurance 1,417 923 54% 2,348 2122 1%
Total premiums and deposits $ 3498 5 2,384 47% $ 5930 % 4951 20%
Summary by Type
Risk-based products $ 2,131 1,619 32% $ 3559 % 3,468 3%
Segregated funds deposits
Individual products 1,367 765 79% 2,371 1,485 60%
Total premiums and deposits $ 3,498 § 2,384 47% $ 5930 % 4,951 20%
For the three months For the six months
Sales ended June 30 ended June 30
Business/Product 2006 2005 % Change 2006 2005 % Change
UK / Isle of Man $ 1,392 % 830 68% $ 2,311 § 1,569 47%
Ireland / Germany 176 171 3% 349 394 -11%
Intermational - - - - - -
Insurance & Annuities $ 1568 $ 1,001 57% $ 2,660 $ 1,963 36%
Reinsurance 1,333 852 56% 2,187 1,988 10%
Total sales $ 2901 § 1.853 57% $ 4,847 § 3,951 23%

BUSINESS UNITS - EUROPE

Net income attributable to common shareholders increased $10 million or 13%, to $89 million compared to the
second quarter of 2005. Excluding the unfavourable currency translation impact of $11 million, net income was up
27%.

(4]
INSURANCE & ANNUITIES S
=
Net income “
tn quarter E
=]
=
M

The increase in eamnings was driven by growth in the UK payout annuity business due particularly to improved new
business margins and the contribution from the payout annuity block acguired in 2005 from Phoenix and London.
The Phoenix and London contribution represents mortality, investment and expense experience, which is emerging
more favourably than the pricing assumptions. In addition, earnings benefited from improved mortality experience
in the Group insurance business.

!
!
l
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GREAT-WEST

Management’s Discussion and Analysis
LIFECOn< ~Europe

Six months
Net income attributable to common shareholders increased $20 million or 13%, to $177 million compared to the six
months ended June 30, 2005. Excluding the unfavourable currency translation impact of $23 million, net income
was up 27%.

The increase in earnings was driven by growth in the UK payout annuity business due particularly to improved new
business margins and the contribution from the payout annuity block acquired in 2005 from Phoenix and London.
In addition, earnings benefited from improved morbidity experience, favourable investment experience and
asset/liability matching in the Group insurance business. The 2005 results also included a one-time investment gain
in Ireland of 6 miflion euros resulting from lower reserve requirements in connection with investment fund
guarantees. Improved operational efficiencies and equity market performance also contributed to the overall strong
performance. .

Premiums and deposits and sales

In quarter

Premiums and deposits increased $620 million or 42%. Excluding the unfavourable currency translation impact of
$252 million, premiums and deposits increased $872 million or 60% compared to the second quarter of 2005. The
increase was due to higher segregated fund premiums on savings products in the United Kingdom/Isle of Man and
Ireland as well as pension products in Germany. In addition, payout annuity sales increased as compared to the
same period in 2005 reflecting a surge of business following the implementation of new retirement legislation in
April of 2006.

Sales increased by $567 million or 57%. Excluding the unfavourable currency translation impact of $190 miilion,
sales increased $757 million or 76% compared to the second quarter of 2005. Strong sales growth was driven by
UK payout annuities, savings products in the United Kingdom/Isle of Man and Ireland as well as pension products
in Germany. While the results were strong, sales of savings products in the Isle of Man tend to be larger and less
uniform, resulting in votatility in sales trends,

Six months

Premiums and deposits increased $753 million or 27% for the six manths ended June 30, 2006. Excluding the
unfavourable currency translation impact of $476 million, premiums and deposits increased $1,229 million or 43%
compared to the same period in 2005. The increase reflects higher segregated fund premiums on savings products
in the United Kingdom/Isle of Man and Ireland, pension products in Ireland partly offset by lower premiums in UK
payout annuities. The decrease in UK payout annuities reflects a more competitive environment in the first quarter
of the year combined with customers delaying purchasing decisions until the second quarter, after the introduction
of new retirement legislation in April of 2006. However, the second quarter payout annuities sales showed a
recovery from this position. )

Sales increased by $697 million or 36% for the six months ended June 30, 2006. Excluding the unfavourable
currency translation impact of $353 million, sales increased $1,050 million or 53% compared to the same period in
2005. Strong sales growth in savings products in the United Kingdom/lsle of Man and Ireland were partly offset by
weaker sales in UK payoul annuities and Germany. The decrease in Germany reflects the carry over into the first
quarter of 2005 of the surge in sales caused by changes to the taxation of pension products. The decrease in UK
payout annuities reflects a more competitive environment in the first quarter of the year combined with customers
delaying purchasing decisions prior to the introduction of new retirement legislation in April of 2006.

Excluding the carry over of the sales surge into the first quarter of 2005, sales in Germany increased 115%
compared to the same period last year.
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Management's Discussion and Analysis
LIFECOmn - urope

REINSURANCE
Net income

In quarter

Net income for the Reinsurance business unit was $21 million, in line with the same period in 2005. Excluding the
unfavourable currency translation impact of $2 miilion, net income was up 6%. The 2006 results reflect higher
renewal profits, lower new business strain and improved mortality experience offset by an increase in provisions
recarded in the quarter on certain property and casuaity contracts.

The 2005 results included an increase in provisions for adverse developments of $41 million, and a decrease in
actuarial liabilities of $41 million arising from a reinsurance agreement between London Life and General
Reinsurance Company Limited, a subsidiary of LRG, and Canada Life Assurance (Ireland) Ltd., a subsidiary of
Canada Life, to provide guarantee risk protection.

Six months

Net income for the Reinsurance business unit was $43 million, a decrease of $1 million from the six months ended
June 30, 2005. Excluding the unfavourable currency translation impact of $4 million, net income was up 7%. The
2006 results reflect higher renewal profits, lower new business strain and favourable mortality experience offset by
an increase in provisions recorded in the second quarter on certain property and casualty contracts.

The 2005 results also included favourable investment experience and asset/liability matching, an increase in
provision for adverse development of $41 million as well as a decrease in actuarial liabilities of $41 million arising
from a reinsurance agreement between London Life and General Reinsurance Company Limited, a subsidiary of
LRG and Canada Life Assurance {Ireland) Ltd., to provide guarantee risk protection.

Premiums and deposits and sales

In quarter

Premiums and deposits for the Reinsurance business unit were $1,417 million, an increase of $494 million or 54%
over the second quarter of 2005. Sales were $1,333 million, an increase of $481 million or 56% over the same
period in 2005. This primarily reflects a large payout annuity reinsurance contract written in 2006.

Six months

Premiums and deposits for the Reinsurance business unit were $2,348 million, an increase of $226 million or 11%
over the six months ended June 30, 2005. Sales were $2,187 million, an increase of $199 million or 10% over the
same period in 2005. This primarily reflects a large payout annuity reinsurance contract written in 2006 as well as
the renegotiation and commutation of certain reinsurance contracts in 2005 and 2006.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOx - Euros

CORPORATE

In the quarter, the Company established a Corporate line of business within the Europe reporting segment. The
Corporate account inctudes financing charges, and the impact of nen-current period operating refated items and
business units which have been discontinued or sold.

Net income

In quarter

The 2006 results include a charge of $32 million incurred by Canada Life in connection with the unfavorable
development related to an arbitration with one of its retrocessionaires in respect of discontinued product ansing out
of the event of September 11, 2001. Partly mitigating this charge were two other non-recurring items which in
aggregate increased net income by $17 million.
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Management's Discussion and Analysis
LIFECOm

LIFECO CORPORATE OPERATING RESULTS

The Lifeco Corporate segment includes operating results for activities of Lifeco that are not asscciated with the
major business units of the Company.

Consclidated operations

For the three months For the six months
ended June 30 ended June 30
2006 2005 2006 2005

Income:

Premium income $ - $ - $ - 3 -

Net investment income - (3} - (6)

Fee and other income . - . _
Total income - (3) - (8)
Benefits and expenses:

Paid or credited to policyholders - . - -

Qther 1 1 2 2

Restructuring costs - 1 - 18

Amortization of finite life intangible assets - - - -
Net operating income before income taxes 1) (15) (2) {26}
Income taxes (] 2 8 3
Net income before non-controlling interests (7} an {10) (29}
Non-controlling interests - - . -
Net income - common shareholders {7) {17) {10) (29)

In quarter

Corporate net income was a charge of $7 million compared to a charge of $17 million in the second quarer of
2005, comprised of the following after-tax charges: restructuring costs incurred in 2006 related to the CLFC
acquisition of $0 million (39 million in 2005), $3 million of U.S. withholding tax ($4 million in 2005) incurred by Lifeco
in the course of receiving dividends from U.S. subsidiaries, $3 million non-recurring capital tax charge on a Lifeco
subsidiary, and $1 million of operating expense (34 million of operating expense in 2005) incurred at the Lifeco
level.

Six months

Corporate net income was a charge of $10 miliion compared to a charge of $29 million for the six months ended
June 30, 2005, comprised of the foliowing after-tax charges: restructuring costs incurred in 2006 related to the
CLFC acquisition of $0 million ($13 million in 2005), $6 million of U.S. withholding tax ($10 million in 2005} incurred
by Lifeco in the course of receiving dividends from U.S. subsidianes, $3 million non-recurring capitai tax charge on
a Lifeco subsidiary, and $1 miltion of operating expense ($6 million of operating expense in 2005) incurred at the
Lifeco level.

OTHER INFORMATION
Additional information relating to Lifeco, including Lifeco’s most recent financial statements, CEO/CFO certification
and Annual Information Form are available at www.sedar.com.
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GREAT-WEST

LIFECOne

SUMMARY OF CONSOLIDATED OPERATIONS (unaudited)
(in $ millions except per share amounts)

For the three months For the six months
ended June 30 ended June 30
2006 2005 2006 2005
Income
Premium income $ 4444 3 3784 § 8139 § 8,344
Net investment income {note 2) 1,516 1,327 2,839 2,619
| Fee and other income 667 620 1,324 1,202
. 5,927 5,731 12,302 12,165
Benefits and expenses
Paid or credited to policyholders and beneficiaries
including policyholder dividends and experience refunds 4,959 4,081 8,960 8,897
Commissions 32 331 674 660
Operating expenses 54 553 1,103 1,117
Premium taxes 66 64 126 125
Financing charges (note 3) 51 49 98 97
Amortization of finite life intangible assels 5 4 9 9
Restructuring costs - 11 - 18
Net income before income taxes 673 638 1,332 1,242
Income taxes - current 110 170 227 199
- future 26 (18) 78 102
Net income before non-controlling interests 537 486 1,027 941
Non-controlling interests (note 8) 62 33 96 62
O Net income - shareholders 475 453 931 879
=
e Perpetual preferred share dividends 14 7 24 14
(9%
e
E Net income - common shareholders $ 461 § 446 § a7 865
e
d
z Earnings per common share (note 12)
-
= Basic $ 0516 § 0500 §$ 1.017 % 0.971
] Diluted $ 0513 § 0496 $ 1010 § 0.962
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GREAT-WEST
LIFECOxe
CONSOLIDATED BALANCE SHEET (unaudited)
(in $ mitlions)
June 30, December 31, June 30,
2006 2005 2005
Assets
Bonds $ 60,479 $ 59,298 $ 56,446
Mortgage loans 14,855 14,605 14,659
Stocks 4,236 4,028 3,635
Real estate 1,868 1,842 1,785
Loans to policyholders 6,670 6,646 6,778
Cash and certificates of deposit 3,186 2,961 2,826
Funds held by ceding insurers 11,526 2,556 2,106
Goodwill 5324 5,327 5,329
Intangible assets 1,452 1,453 1,483
Other assets (note 4) 3,349 3,445 3,207
Total assets $ 112,945 $ 102,161 $ 98,254
Liabilities
Palicy liabilities
Actuarial liabilities $ 81,105 $ 71,263 $ 67,183
Provision for claims 1,110 999 1,209
Provision for policyholder dividends 537 535 591
Provision for experience rating refunds 378 401 468
Palicyholder funds 2,134 2,088 2,048
85,264 75,286 71,499
Debentures and cther debt instruments (note 5) 2,204 1,903 2,073
Funds held under reinsurance contracts 3,954 4,089 4,331
Other liabilities {note 6) 4,019 4,231 4,072
Repurchase agreements 1,049 1,023 1,213 N
Deferred net realized gains 2,693 2,598 2,453 g
99,183 89,130 85,641 =
Preferred shares (note 9) 775 787 797 2
Capital trust securities and debentures (note 7) 647 648 650 =
Non-controlling interests (note 8) -
Participating surplus in subsidiaries 1,814 1,741 1,714 e
Preferred shares issued by subsidiaries 209 209 209 rzw
Perpetual preferred shares issued by subsidiaries 155 157 158
Share capital and surplus
Share capital {note 9)
Perpetual preferred shares 1,099 799 499
Common shares . 4,671 4,660 4,658
Accumulated surplus 5,338 4,860 4,385
Contributed surplus 23 19 17
Currency translation account (969) (849) (474)
10,162 9,489 9,085
Liabilities, share capital and surplus $ 112,945 $ 102,161 $ 98,254
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LIFECOne

CONSOLIDATED STATEMENT OF SURPLUS (unaudited)

{in $ millions)

For the six months
ended June 30

2006 2005

Accumulated surplus
Balance, beginning of year $ 4,860 $ 3890
Net income 931 879
Common share cancellation excess (24) (22)
Share issue costs - preferred shares (6) -
Dividends to shareholders

Perpetual preferred shareholders (24) (14)

Common shareholders (399) (348)
Balance, end of period $ 5,338 $ 4,385
Contributed surplus
Balance, beginning of year $ 19 $ 14
Stock options

Current year expense (note 10) 5 3

Exercised {1 -
Balance, end of period $ 23 $ 17
Currency translation account
Baiance, beginning of year $ (849) § (42¢)
Change during the period (120) (48)
Balance, end of period $ (969) $ (474)
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GREAT-WEST
LIFECOx
CONSOLIDATED STATEMENT OF CASH FLOWS {unaudited)
(in $ millions)
For the three months For the six months
ended June 30 ended June 30
2006 2005 2006 2005
Operations
Net income $ 475 $ 453 $ 931 $ 879
Adjustments for non-cash items:
Change in policy liabilities 274 579 403 1,458
Change in funds held by ceding insurers 79 102 431 230
Change in funds held under reinsurance contracts (19) {70) (97) (68)
Change in current income taxes payable 15 82 (74) {(71)
Future income tax expense 26 {18) 78 102
Other 649 436 75 100
Cash flows from operations 1,799 1,564 1,747 2,630
Financing Activities
Issue of common shares 5 2 17 12
lssue of preferred shares 300 - 300 -
Purchased and cancelled common shares (135} (14) (30) (27)
Redemption of preferred shares (12} - (12) -
Issue of subordinated debentures in subsidiary 336 - 336 -
Repayment of debentures and other debt instruments (10} {21) (22) (22)
Share issue cosls (6} - {6} -
Dividends paid (213) (181) {423) {362)
335 (214) 160 (399)
Investment Activities
Bond sales and maturities 9,570 11,326 22,353 20,549
Mortgage loan repayments 473 725 011 1,567 &
Stock sales 262 360 556 600 E
Real estate sales (74} 32 45 68 I
Change in loans to policyholders {133) {135) {220) (172) §
Change in repurchase agreements 4 278 118 390 -
Investment in bonds (10,782) (12,535) (23,526) (22,063) -
Investment in mortgage loans (673) {(771) (1,205) (1,741) 5
Investment in stocks (285) {363) (638) (752) 2
Investment in real estate (44} {(173) {118) (225) ;
{1,682) (1.256) {1,722) (1,779)
Effect of changes in exchange rates on cash and
certificates of deposit 10 (72) 40 (98)
Increase in cash and certificates of deposit 512 22 225 354
Cash and certificates of deposit, beginning of period 2,674 2,804 2,961 2,472
Cash and certificates of deposit, end of period $ 3,186 $ 2,826 $ 3,186 $ 2,826
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LIFECOme

Notes to Interim Consolidated Financial Statements (unaudited)
(in $ millions except per share amounts)

1. Basis of Presentation and Summary of Accounting Policies

. (a) The interim unaudited consolidated financial statements of Great-West Lifeco Inc. (Lifeco or the
Company) at June 30, 2006 have been prepared in accordance with Canadian generally
accepted accounting principles, using the same accounting policies and methods of computation
followed in the consolidated financial statements for the year ended December 31, 2005. These
interim consolidated financial statements shouid be read in conjunction with the consolidated
financial statements and notes thereto in the Company's annual report dated December 31, 2005.

(b) Certain of 2005 amounts presented for comparative purposes have been reclassified to conform
to the presentation adopted in the current year.
2. Net Investment Income

Net investment income is comprised of the following:
For the three months ended June 30, 2006

Amortization
Investment of net realized Net
income and unrealized Provision for Investment investment
earned gains credit losses expenses income
Bonds $ 1,009 $ 63 $ 4 $ - $ 1,076
Mortgage loans 215 12 1 - 228
Stocks 32 48 - - 80
Real estate 28 15 - - 43
Other 107 - - (18) 89
) $ 1,391 $ 138 $ ] $ (18) % 1,516
=
S For the three months ended June 30, 2005
= Amortization of
= net realized
; Investment and unrealized Provision for Investment Net investment
é income eamed gains credit losses expenses income
& Bonds $ 789 % 71 3 18 3 - 3 878
Mortgage loans 219 14 13 - 246
Stocks 37 45 - - 82
Real eslate 29 11 - - 40
Other 95 - - {(14) 81
$ 1,169 3 141 $ 31 $ (149 % 1,327
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LIFECO

INC.

Bonds
Mortgage loans
Stocks

Real estate
Other

Bonds
Mortgage loans
Stocks

Real estate
Other

Financing Charges

Financing charges include interest on long-term debentures and other debt instruments together with
distributions and interest on capital trust securities and debentures and preferred shares classified as

liabilities.

For the six months ended June 30, 2006

Amortization

Investment of net realized
income and unrealized Provision for Investment investment

earned gains credit losses expenses income
$ 1,809 $ 124 $ 6 $ - 1,939
431 24 1 - 456
65 124 - - 189
54 29 - - 83
206 - - (34) 172
$ 2,565 $ 301 $ 7 $ {34) 2,839
For the six months ended June 30, 2005
Amortization of
net realized
fnvestment and unrealized Provision for Investment Net investment
income earned gains credit losses expenses income

$ 1,567 $ LK) 5 19 $ - 1,717
446 27 15 - 488
74 88 - - 162
75 19 - - 94
185 - - (27) 158
$ 2347 8 265 § 34 8 (27) $ 619

Interest on long-term debentures and

other debt instruments
Preferred share dividends

Interest on capital trust debentures

Other

Distributions on capital trust securities held by

consclidated group as temporary investments

Total

=
p
=
For the three months For the six months E
ended June 30 ended June 30 oa]
2006 2005 2006 2005 o
~
$ 30 % 30 57 59
9 9 19 19
12 12 24 24
2 - 3 -
{2) (2) (5 (5)
$ 59 % 49 98 97
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4. Other Assets
Other assets consist of the following:

June 30, December 31, June 30,

2006 2005 2005
Premiums in course of collection $ 572 $ 623 $ 540
Interest due and accrued 927 893 818
Future income taxes 293 363 356
Fixed assets : 256 279 291
Prepaid expenses 76 76 70
Accounts receivable 648 716 635
Accrued pension asset 181 179 192
Other 396 316 305

$ 3,349 $ 3,445 $ 3,207
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LIFECOn

Debentures and Other Debt Instruments

Debentures and other debt instruments consist of the following:

Short term
Commercial paper and other short term debt instruments with interest
rates from 4.9% to 5.5% (4.0% to 5.0% in 2005)
Revolving credit in respect of reinsurance business with interest rates from
5.8% to 5.9% maturing within one year (5.0% to 5.2% in 2005)
Total short term
Long term
Operating:
Notes payable with interest rate of 8.0%
Capital:
Lifeco
Five year term facility
6.75% Debentures due August 10, 2015, unsecured
6.14% Debentures due March 21, 2018, unsecured
6.74% Debentures due November 24, 2031, unsecured
6.67% Debentures due March 21, 2033, unsecured

Canada Life
Subordinated debentures due September 19, 2011 bearing a fixed rate
of 8% until 2006 and, thereafter, at a rate equal to the Canadian
90-day Bankers' Acceptance rate plus 1%, unsecured
Subordinated debentures due December 11, 2013 bearing a
fixed rate of 5.8% until 2008 and, thereafter, at a rate equal to the
Canadian 90-day Bankers' Acceptance rate plus 1%, unsecured
6.40% Subordinated debentures due December 11, 2028, unsecured
Acquisition related fair market value adjustment

Great-West Life & Annuity Insurance Capital, LP
6.625% Deferrable debentures due November 15, 2034,
unsecured (U.5.5175)
Great-West Life & Annuity Insurance Capital, LP [l
7.153% Subordinated debentures due May 16, 2046,
unsecured (U.S.$300)
Total long term
Total debentures and other debt instruments

June 30, December 31, June 30,

2006 2005 2005
$ 103 3 112 $ a7
2 14 18
105 126 115
8 9 10
- - 150
200 200 200
200 200 200
200 200 200
400 400 400
1,000 1,000 1,150
250 250 250
200 200 200
100 100 100
8 13 32
558 563 582
197 205 216

336 - -
2,099 1,777 1,958
$ 2,204 $ 1,903 $ 2,073

During the second quarter of 2006, the Company issued $336 (U.S. $300) in Fixed/Adjustable Rate
Enhanced Capital Advantaged Subordinated Debentures through it's wholly owned subsidiary,
Great-West Life & Annuity Capital, LP Il. The subordinated debentures are due May 16, 2046 and
bear an annuat interest rate of 7.153% until May 16, 2016. After May 16, 2016, the subordinated
debentures will bear an interest rate of 2.538% plus the 3-month LIBOR rate. The subordinated
debentures are redeemable by the Company at the principal amount plus any accrued and unpaid

interest after May 16, 2016.
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GREAT-WEST

LIFECOxe

6. Other Liabilities
Other liabilities consist of the following:
June 30, December 31, June 30,

2006 2005 2005
Current income taxes $ 302 $ 374 $ 334
Accounts payable 384 511 489
Liability for restructuring costs - - 30
Post retirement benefits provision 521 508 499
Bank overdraft 464 449 795
Future income taxes 306 317 280
Other 2,042 2,072 1,645

$ 4,019 $ 4,231 $ 4,072

7. Capital Trust Securities and Debentures

June 30, December 31, June 30,
2006 2005 2005
Capital trust debentures:

5.985% Senior debentures due December 31, 2052, unsecured (GWLCT) $ 350 3% 30 % 350
6.679% Senior debentures due June 30, 2052, unsecured (CLCT) 300 300 300
7.529% Senior debentures due June 30, 2052, unsecured (CLCT) 150 150 150
800 800 800
Acquisition related fair market vatue adjustment 32 34 36

Capital trust securities held by consolidated group
as temporary investmenis (185) {186} (188)
Total $ 647 3 648 § 650

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance
Company {Great-West Life), had issued $350 of capital trust securities, the proceeds of which were
used by GWLCT to purchase Great-West Life senior debentures in the amount of $350, and Canada
Life Capital Trust (CLCT), a trust established by The Canada Life Assurance Company (Canada
Life), had issued $450 of capital trust securities, the proceeds of which were used by CLCT to
purchase Canada Life senior debentures in the amount of $450.
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LIFECOne

8. Non-Controlling Interests

The Company controlled a 100% equity interest in Great-West Life, London Life Insurance Company
(London Life), Canada Life and Great-West Life & Annuity Insurance Company (GWL&A) at June 30,
2006 and June 30, 2005.

{a) The non-controlling interests of Great-West Life, London Life, Canada Life, GWL&A and their
subsidiaries reflected in the Summary of Consoclidated Operations are as follows:

For the three months For the six months
ended June 30 ended June 30
2006 2005 2006 2005
Participating policyholder
Net income attributable to participating
policyholder before policyholder dividends
Great-West Life $ 0 3 30 % 5 § 60
London Life 190 155 352 304
Canada Life 45 47 92 90
GWLRA 26 30 69 80
Policyhalder dividends
Great-West Life {25) (24) (51) (48)
London Life {141) (135} (280) (267)
Canada Life (44) (46) (90) {89)
GWLEA (24) (28) (64) (77)
Net income 57 29 87 53
Preferred shareholder dividends of subsidiaries 5 4 9 g
Total $ 62 & 33 % 9% % 62

{b} The carrying value of non-controlling interests consist of the following:
June 30, December 31, June 30,

2006 2005 2005
Participating surplus:
Great-Woest Life $ 380 § 372 §$ 372
London Life 1,218 1,151 1,118
Canada Life 27 25 18
GWLEA 189 193 206

$ 1,814 3 1,741  § 1,714

Preferred shares issued by subsidiaries:

Great-West Life Series L, 5.20% Non-Cumulative 3 52 % 52 3% 52
Great-West Life Series O, 5.55% Non-Cumulative 157 157 157
$ 209 % 209 % 209

Perpetual preferred shares issued by subsidiaries:

CLFC Series B, 6.25% Non-Cumulative $ 145 § 145 § 145
Acquisition related fair market value adjustment 10 12 13
$ 155 & 157 % 158
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GREAT-WEST

LIFECOr

9. Share Capital

Authorized
Unlimited First Preferred Shares, Class A Preferred Shares and Second Preferred Shares,
Unlimited Common Shares

Issued and outstanding

June 30, 2006 December 31, 2005 June 30, 2005
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Number Stated value Number Stated value Number Stated value
Preferred shares:
Classified as liabilities
Series D, 4.70% Non-Cumulative
First Preferred Shares 7,978,900 $ 199 7,978,900 $ 199 8,000,000 $ 200
Series E, 4.80% Non-Cumulative
First Preferred Shares 23,022,915 576 23,499,915 588 23,868,115 537
31,001,815 $ 775 31,478,815 3 787 31,868,115 $ 797

Perpetual preferred shares:
Classified as equity
Series F, 5.90% Non-Cumulative

First Preferred Shares 7,957,001 $ 199 7,957,001 3 199 7,957,001 3 199
Series G, 5.20% Non-Cumulative

First Preferred Shares 12,000,000 300 12,000,000 300 12,000,000 300
Series H, 4.85% Non-Cumulative

First Preferred Shares 12,000,000 300 12,000,000 300 - -
Series |, 4.50% Non-Cumulative

First Prefetred Shares 12,000,000 300 - - - -

$ 43,957,001 $ 1,099 $ 31,857,001 3 799 $ 19,957,001 $ 499

Common shares:
Balance, beginning of year 890,689,076 $ 4,660 890,592,348 3 4,651 890,592,348 3 4,651
Purchased and cancelled under

Normal Course Issuer Bid {1,023,300) (6) (2,012,600) (11 (989,100) (5
Issued under Stock Option Ptan 1,604,850 17 2,109,328 20 1,375,830 12
Balance, end of period 891,270,626 $ 4,671 890,689,076 3 4 660 890,979,078 g 4,658

During the second quarter of 2006, the Company issued 12,000,000 Series 1, 4.50% Non-Cumulative
First Preferred Shares for a value of $300 or $25 per share. The shares are redeemable at the
option of the Company on or after June 30, 2011, for $25 per share plus a premium if the shares are
redeemed before June 30, 2015.

During the second quarter of 2006, 477,000 Series E 4.80% Non-Cumulative First Preferred Shares
were purchased pursuant to the Company's Normal Course Issuer Bid for a total cost of $12 or an

average of $27.44 per share. The price in excess of stated value was charged to income.
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10. Stock Based Compensation

50,000 options were granted under the Company's stock option plan during the second quarter of
2006 (100,000 options were granted during the first quarter of 2005 and no options were granted
during the second quarter of 2005). The weighted-average fair value of options granted during the
six months ended June 30, 2006 were $5.48 per option ($6.68 per option during the six months
ended June 30, 2005). Compensation expense of $5 after tax has been recognized in the Summary
of Consolidated Operations for the six months ended June 30, 2006 ($3 after tax for the six months
ended June 30, 2005}

11. Pension Plans and Other Post Retirement Benefits
The total benefit costs included in operating expenses are as follows:

For the three months For the six months
ended June 30 ended June 30
2006 2005 2006 2005
Pension benefits $ 18 3 5 $ 37 $ 33
Other benefits 5 12 12 22
Total $ 23 $ 27 $ 49 $ 55
12. Earnings Per Common Share !
For the three months For the six months
ended June 30 ended June 30
20606 2005 2006 2005 o
a) Earnings =
=
Net income - common shareholders $ 461 3 448 $ 907 § 865 'E“'
b) Number of common shares ; [
Average number of common shares outstanding 890,989,489 890,986,618 § ’
Add: z |
T
-Potential exercise of outstanding stock options 6,649,699 7,892,591 ’
Average number of common shares outstanding - diluted basis 897,639,188 898,879,209 i
Eamings per common share
Basic $ 0.516 $ 0.500 $ 1.017 $ 0.971
Diluted $ 0.513 $ 0.496 $ 1.010 $ 0.962
55
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LIFECOne

13. Acquisitions

(a) During the second quarter of 2006, Canada Life, thraugh its wholly owned United Kingdom
subsidiary, Canada Life Limited, reached an agreement to acquire the non-participating payout
annuity business of The Equitable Life Assurance Society in the United Kingdom. Under the terms
of the agreement, Canada Life Limited assumed this business on an indemnity reinsurance basis
with an effective date of January 1, 2006. Arrangements are being made to transfer the policies to
the Company and the transfer is expected to be completed in the first quarter of 2007 subject to
regulatory and court approval. The transaction resulted in an increase in funds held by ceding
insurers and a corresponding increase in policyholder liabilities of $9.4 billion {£4.6 billion) on the
consolidated balance sheet at June 30, 2006.

(b) During the second quarter of 2006, Great-West Life & Annuity Insurance Company, entered into an
agreement to acquire several parts of the full service-bundied, small and midsize 401(k), as well as
some defined benefit plan business, of Metropolitan Life Insurance Company and its affiliates. The
acquisition also includes the associated dedicated distribution group, including wholesalers,
relationship managers and sales associates. The transaction is expected to close in the fourth
quarter of 20086, subject to regulatory approval in the United States, and is expected to increase
assets and policyholder liabilities by approximately $1.6 billion (U.S. $1.4 billion} on the
consolidated balance sheet. In addition, the Company will receive fee income by providing
administrative services and recordkeeping functions on approximately $6.8 billion (U.S. $6.1 billion})
of participant account values.

{c) On April 24, 2006, Crown Life Insurance Company (Crown Life) served notice, pursuant to the
terms of the 1999 acquisition of the majority of the insurance operations of Crown Life by Canada
Life, commencing a process under which Canada Life may be required to acquire the common
shares of Crown Life. This transaction is not expected to have a material impact on the financial
position of the Company.
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14. Segmented Information
Consolidated Operations

For the three months ended June 30, 2006

United Lifeco
Canada States Europe Corporate Total

Income:;

Premium income $ 1636 $ 677 $ 21N $ - $ 4,444

Net investment income 686 337 493 - 1,516

Fee and other income 223 290 154 - 667
Total income 2,545 1,304 2,778 - 6,627
Benefits and expenses:

Paid or gredited to policyholders 1,617 843 2,499 - 4,959

Other 527 286 176 1 990

Amortization of finite life intangible assets 4 - 1 - 5

Restructuring costs - - - - -
Net operating income

before income taxes 397 175 102 {1) 673
Income taxes -2l 44 {5) 6 136
Net income before non-controlling

interests 306 131 107 N 537

Non-controlling interests 50 4 3 - 62
Net income - shareholders 256 127 99 {7 475
Perpetual preferred share dividends 1 - 3 - 14
Net income - common shareholders $ 245 $ 127 $ 96 $ {7) $ 461
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For the three months ended June 30, 2005

United Lifeco
Canada States Europe Corporate Total

Income:

Premium income 3 1,593 $ 572 % 1,618 % - $ 3,784

Net investment income 693 385 252 (3} 1,327

Fee and other income 189 286 135 - 6520
Total income 2,475 1,253 2,006 (3) 5,731
Benefits and expenses:

Paid or credited to policyholders 1,666 732 1,683 - 4,081

Cther 497 308 1 1 997

Amortization of finite life intangible assets 3 - 1 - 4

Restructuring costs - - - 11 11
Net operating income

before income taxes 309 213 131 {(15) 638
Income taxes 64 61 25 2 152
Net income before non-controlling

interests 245 152 106 (17) 486

Non-controlling interests 26 2 5 - 33
Net income - shareholders 219 150 101 (i7) 453
Perpetual preferred share dividends 7 - - - 7
Net income - common shareholders $ 212 3 150 $ 101 $ (17) $ 446
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For the six months ended June 30, 2006
United Lifeco
Canada States Europe Corporate Total

Income:

Premium income $ 321 $ 1,369 $ 3559 $ - $ 8,139

Net investment income 1,370 672 797 - 2,839

Fee and other income 439 587 298 - 1,324
Total income 5,020 2,628 4,654 - 12,302
Benefits and expenses:

Paid or credited to policyholders 3,145 1,681 4,134 - 8,960

Other 1,147 575 277 2 2,001

Amortization of finite life intangible assets 7 - 2 - 9

Restructuring cosls - - - - -
Net operating income

before income taxes 721 372 241 {2) 1,332
Income taxes 173 105 19 B 305
Net income before non-controlling

interests 548 267 222 (10) 1,027

Non-controlling interests 78 6 12 - 96
Net income - shareholders 470 261 210 {(10) 931
Perpetual preferred share dividends 21 - 3 - 24
Net income - commen shareholders $ 449 $ 261 $ 207 $ (10) $ 907
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For the six months ended June 30, 2005

United Lifeco
Canada States Europe Corporate Total

Income:

Premium income $ 3102 $ 1,776 $ 3466 3 - 3 8,344

Net investment income 1,377 756 492 (8} 2619

Fee and other income 378 590 234 - 1,202
Total income 4,857 3,122 4,192 {6) 12,165
Benefits and expenses:

Paid or credited to policyholders 3,185 2,088 3,624 - 8.897

Other 1,076 612 309 2 1,998

Amortization of finite life intangible assets 7 - 2 - 9

Restructuring costs - - - 18 18
Net operating income

before income taxes 589 422 257 (26) 1,242
Income taxes 125 125 48 3 30
Net income before non-controlling

interests 464 297 209 (29) 941

Non-controlling interests 52 3 7 - 62
Net income - shareholders 412 294 202 (29) 879
Perpetual preferred share dividends 14 - - - 14
Net income - common shareholders $ 398 $ 294 $ 202 $ {29 $ 865

GREAT-WEST LIFECO INC.
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IGM FINANCIAL INC.

PART D

MANAGEMENT'S DISCUSSION AND ANALYSIS

Page D2

FINANCIAL STATEMENTS AND NOTES

Page D21

JUNE 30, 2006

Please note that the bottom of each page in Part D contains two different page numbers. A page number
with the prefix “D” refers to the number of such page in this document and the page number without
any prefix refers to the number of such page in the original docurnent issued by IGM Financiat Inc.

The attached documents concerning 1GM Financial Inc, are documents prepared and publicly disclosed
by such subsidiary. Certain statements in the attached documents, other than statements of historical
fact, are forward-looking statements based on certain assumptions and the current expectations of the
subsidiary as set forth therein, The reader is cautioned to consider these statements carefully and not to put
undue reliance on forward-looking statements. For further information provided by the subsidiary as 1o
the materia! factors that could cause actual results to differ materially from a conclusion, forecast or projection
in the forward-looking information and the matenal factors and assumptions that were applied in drawing
a conclusion or making a forecast or projection set out in the forward-looking information, please see the
attached documents, including the section entitled Forward-Looking Information.
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IGM FINARCIAL INC,

Management’s Discussion and Analysis

The Management’s Discussion and Analysis (MD&A) presents inanagement’s view of the operations and financial
condition of [GM Financial Inc. {IGM Financial or the Company) as at and for the three and six months ended June
30, 2006, compared with the same period in 2005, and should be read in conjunction with the 2005 IGM Financial
Ine. Annual Report and the 2006 IGM Financial Inc. First Quarter Report to Sharcholders filed on www.sedar.com.
Commentary in the MD&A as at and for the three and six months ended June 30, 2006 is as of August 1, 2006.

FORWARD-LOOKING INFORMATION

This report may contain forward-looking statements about IGM Financial, including its business operadons,
strategy and expected financial performance and condition. Forward-looking statements include statements that
are predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects”,
“anticipates”, “intends”, “plans”, “believes”, “estimates” or negative versions thereof and similar expressions. In
addition, any statement that may be made concerning furure financial performance (including revenues, earnings
or growth rates), ongoing business strategies or prospects, and possible future Company action, is also a forward-
looking statement. Forward-looking statements are based on current expectations and projections about future
events and are inherently subject to, among other things, risks, uncertainties and assumptions about the Company,
economic factors and the financial services industry generally. They are not guarantees of future performance, and
actual events and results could differ materially from those expressed or implied by forward-looking statements
made by the Company due to, but not limited to, important factors such as general economic, political and market
factors in North America and internationally, interest and foreign exchange rates, global equity and capital markets,
business competition, technological change, changes in government regulations, changes in tax laws, unexpected
judicial or regulatory proceedings, catastrophic events, and the Company’s ability to complete strategic transactions
and integrate acquisitions. The reader is cautioned that the foregoing list of important factors is not exhaustive.
The reader is also cautioned to consider these and other factors carefully and not place undue reliance on forward-
looking statements. Other than as specifically required by applicable law, the Company has no specific intention to

update any forward-looking statements whether as a result of new information, future events or otherwise.

IGM Financial Inc.

Summary of Consolidated Operating Results

Net income for the three months ended June 30, 2006
was $200.4 million. This amount included a $13.7 million
(5 cents per share) non-cash income tax benefit resulting
from decreases in the federal corporate income tax rates
and their effect on the future income tax liability related
to indefinite life intangible assets arising from the
acquisition of Mackenzie Financial Corporation in 2001.
There is no expectation that the future tax liability will
become payable as the Company has no intention of
disposing of these assets. Diluted earnings per share were
75 cents for the quarter. Net income for the three months
ended june 30, 2006, excluding the non-cash income
tax benefit, was $186.7 million compared 1o net income
of $167.9 million in 2003, an increase of 11.2%.
Diluted carnings per share on the same basis were

70 cents for the period compared to diluted earnings
per share of 63 cents for the same period in 2005.

Net income for the six months ended june 30, 2006
was $385.7 million. Diluted earnings per share on this
basis were $1.44. Net income for the six months ended
June 30, 2006, excluding the non-cash income tax
benefit described above, was $372.0 million compared
to net income of $328.6 miilion in 2005, an increase of
13.2%. Diluted earnings per share on the same basis
were $1.39 for the period compared to diluted earnings
per share of $1.23 for the same period in 2005, an
increase of 13.0%.

Shareholders’ equity was $3.64 billion as at June 30,
2006, up from $3.45 billien at December 31, 2005,
Return on average common equity for the six months
ended June 30, 2006, excluding a non-cash income tax
benefit, was 20.4% compared with rerurn on average
common equity of 19.7% for the same period in 2005.
The quarterly dividend per common share of 37.0 cents
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in the second quarter was unchanged from the first
quarter, however it represented an increase of 2.5 cents
or 7.2% from 34.5 cents in the fourth quarter of 2005.

MON-GAAP FINANCIAL MEASURES

Net income, diluted earnings per share (EPS) and
return on common equity (ROE) excluding a non-cash
income tax benefit for the three and six months ended
June 30, 2006 exclude a non-cash income tax benefit
resulting from decreases in federal corporate income
tax rates and their effect on the future income tax
hiability related to indefinite life intangible assets.
While these non-GAAP financial measures are used

to provide management and investors with additional
measures to assess earnings performance, they do not
have standard meanings and are not directly comparable
to similar measures used by other companies.

Earnings before interest and taxes (EBIT) and
earnings before interest, taxes, depreciation and
amortization (EBITDA) are also non-GAAP financial
measures. EBI'T and EBITDA are alternative measures
of performance utilized by management, investors

and investent analysts to evaluate and analyze the
Company’s results. EBITDA is discussed further in
the Consolidated Liquidity section later in this MD&A.
These non-GAAP financial measures do not have
standard meanings and are not directly comparable

to any GAAP measure or to similar measures used by
other companies.

The reconciliation of non~GAAP results to reported
results in accordance with GAAP for net income, EPS
and EBITDA is provided in Table 1. The reconciliation
of non-GAAP results to reported results in accordance

with GAAP related to EBIT is provided in Table 2.

REPORTABLE SEGMENTS

IGM Financial’s reportable segments, which reflect the
current organizational structure, are:
* Investors Group
* Mackenzie
* Corporate and Other.

Management measures and evaluates the
performance of these segments based on EBIT as
shown in Table 2.

TABLE 1: RECONGILIATION OF NON-GAAP FINANCIAL MEASURES

(8 meellons)

TIREE MONTHS ENDED JUNE 30 SIX MONTHS ENDED JUNE 30
2006 2005 2006 200§

Net income excluding a non-cash income tax benefit -

Non-GAAP measure
Non-cash income tax benefit

$ 186.7 $ 1679 $ 3720 $ 3286
13.7 - 13.7 -

Net income — GAAP

§ 2004 § 167.9 $ 3857 $ 328.6

Earnings per share excluding a non-cash income
tax benefit - Non-GAAP measure
Non-cash income tax benefit

§ 070 § 063 $ 139 $ 1.3
0.05 - 0.05 -

Earnings per share — GAAP

$ 075 0.63 $ 144 $ 123

wn

EBITDA — Non-GAAP measure

$ 373.0 $ 3403 § 74990 $ 6676

Commission amortization (74.6) {65.0) (146.7) {127.5)
Amartization of capital and intangible assers 5.3 (5.7 (10.7) (11.4)
Interest expense on long-term debt and

dividends on preferred shares (26.2) (26.8) (52.2) (53.3)
Income before income taxes and

non-controlling interest 266.9 243.0 §39.4 4754
Income raxes 65.7) (74.5) (152.5) (145.7)
Non-controlling interest (0.8) {0.6) (1.2) (1.1

Net income - GAAP

5 2004 $ 1679 $ 385.7 § 3286
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TABLE 2: CONSOLIDATED OPERATING RESULTS BY SEGMENT

Three months ended June 30 INVESTORS GROUP MACKENZIE CORPORATE & OTHER TOTAL
(8 mitlivns) 2006 2003 2006 2005 2006 2003 2006 1005
Fee income § 3309 § 2917 § 2290 S 2157 5 274 242 5§ 5873 5 3316
Net investment income
and other 31.2 37.0 8.2 44 9.9 6.2 49.3 47.6
362.1 328.7 237.2 2201 37.3 30.4 636.6 579.2
Operating expenses
Cormmissions 96.1 70.3 93.3 84.0 16.8 14.5 206.2 177.8
Non-commisston 69.6 67.1 63.7 61.0 8.2 7.7 141.5 135.8
165.7 146.4 157.0 145.0 25.0 22.2 347.7 3136
Eamnings before interest
and taxes $ 1964 51823 $ 802 S§ 751 8 123 8.2 288.9 265.6
Interest expense 2290 226
Income before income taxes and non-controlling inrerest 266.9 243.0
Income taxes 65.7 74.5
Income before non-controlling interest 201.2 168.5
Non-controlling interest 0.8 0.6
Net income
GAAP $ 2004 3 167.9
Excluding a non-cash income tax benefit™® § 1867 § 1679
Six months ended June 30
(3 millions)
Fee income $ 6573 § 5762 8 4635 $ 417.1 $ 556 51.8 $1,176.4 51,0551
Net investment income
and other 74.9 734 13.8 8.6 17.8 15.2 106.5 97.2
732.2 649.6 477.3 435.7 73.4 67.0 1,282.9 1,1523
Operating expenses
Commissions 189.7 155.1 184.8 166.7 34.1 3.7 408.6 3535
Non-commission 140.7 134.1 134.3 128.9 15.9 15.5 290.9 278.5
330.4 289.2 319.1 2956 50.0 47.2 699.5 632.0
Eamnings before interest
and taxes $ 4018 § 3604 $ 1582 § 1401 $ 234 19.8 583.4 520.3

Interest expense

Income before income raxes and non-controlling interest
Income taxes

Income before non-controlling interest
Non-controlling interest

Net income
GAAP

44.0 4.9

5394 4754
152.5 145.7

386.9 329.7
1.2 1.1

$ 3857 § 3286

Excluding a non-cash income tax benefir”

$ 3720 § 3286

IGM FINANCIAL INC.

@ Refer ts Summary of Consolidated Operating Results for an explanation of the Company's use of non-GAAP financial measures.
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Discussion of Investors Group and Mackenzie
Segment Operating Results is contained in their
respective sections of this MD&A.

Earnings before intcrest and taxes for Corporate
and Other, the segment which includes operating results
for Investment Planning Counsel, net investment
income earned on unallocated investments and other
income as well as inter-segment eliminations, were
$12.3 million for the three months ended June 30,
2006 compared to $8.2 million in 2005. Earnings
before interest and taxes related to Investment Planning
Counsel were $0.9 million lower than 2005 levels.
Investment Planning Counsel’s 2005 results included
a non-recurring gain of $1.1 million related to the
disposition of an investment. Net investment income
on unallocated investments increased by $4.8 million
in 2006 compared with 2005 as a result of higher
balances and increases in interest rates.

For the six month period, earnings before interest
and taxes for Corporate and Other were $23.4 million
compared to $19.8 million. Eamings before interest and
taxes related to Investment Planning Counsel were
$0.7 million lower than 2005 levels due to the non-
recurring item in 2003 as discussed above. Net
investment income on unallocated investments increased
by $8.0 million in 2006 compared with 2005 related to
both higher balances and higher interest rates. Other
income in 2005 included $4.2 million of eamings related
to the elimination of certain provisions established as a
result of previous acquisitions.

TABLE 3: EFFECTIVE INCOME TAX RATE

Certain items reflected in Table 2 are not allocated
to segments;

® Interest expense — Represents both the interest cost
on the remaining debt issued pursuant to the
Mackenzie acquisition and dividends paid on the
outstanding preferred shares. Interest expense on
leng-term debt issued in relation to the Mackenzic
acquisition totalled $16.8 million and $33.7 million
for the three and six month periods ended June 30,
2006 compared with $17.4 million and $34.6 million
in1 2005, The decrease in both the three and six month
periods related to the interest on the $25.0 million
note payable to Power Financial Corporadon
which marured on January 16, 2006. Dividends
paid on preferred shares were $5.2 million and
$10.3 million for the three and six month periods in
both 2006 and 2005.

*  Income taxes — The effective income tax rate was
24.6% and 28.3% for the three and six month periods
ended June 30, 2006, compared with 30.7% and
30.6% respectively in 2005 as shown in Table 3.

The decline in the effective tax rate for the threc
and six month periods relates primarily to decreases
in federal corporate income tax rates and the resulting
reduction in the future income tax liability related to
indefinite life intangible assets. Consequently, the
Company recorded a $13.7 million ($0.05 per share)
non-cash income tax benefit in the second quarter
which resulted in a 5.11% and 2.53% reduction in
the effective tax rate for the three and six month

THREE MONTHS ENDED JUNE 10 $1X MONTHS ENDED JUNE 30

2006 2005 2006 1005

Income taxes at Canadian federal and

provincial statutory rates 35.17% 35.98% 35.48% 35.97%
Effect of:

Dividend income (0.16) (0.20y (0.16) (0.20)

Ner capital gains and losses (0.78) (0.71) (0.92) (0.76)

Share of earnings of affiliate 2.7 (2.7%) (2.65) (2.75%)

Preferred dividends paid 0.93 0.79 0.82 0.81

Impact of rate changes on future income taxes

refated to indefinite life intangible assets .11 - (2.53) -

Other items 2.72) (2.45) (1.75) (2.42)

Effective income tax rate 24.62% 30.66% 28.29% 30.65%
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periods in 2006, The benefit of the reduction in
federal and provincial corporate income tax rates on
other operating future income tax assets and liabilities
is reflected in the Other items line in Table 3.

Our contdnuous tax planning may allow the
Company to record lower income taxes in the current
period and, as well, income taxes recorded in prior
periods may be adjusted in the current period to
reflect management’s best estimates of the overall

Investors Group
Assets Under Management

The level of assets under management is influenced by
three factors: sales, redemptions and investment returns.
The changes in assets under management in 2006
compared with 2005 are reflected in Table 4.

For the three months ended June 30, 2006, sales of
Investors Group mutual funds through its Consultant
network were $1.5 billion, an increase of 15.9% from
2005. Mutual fund redemptions totalled $1.3 billion
for the same period, an increase of 6.1% from 2005.
Investors Group’s twelve month trailing redemption
rate for long-term funds decreased to 8.4% at June 30,

adequacy of its provisions at that time. Any related
tax benefits or changes in management’s best
estimates are reflected in Other items, which also
includes, but is not limited to, the effect of lower
effective tax rates on income not subject to tax in
Canada. Management monitors the status of its
income tax filings, and regularly assesses the overall
adequacy of its provision for income taxes,

2006 from 9.1% at June 30, 2005 and remains below’
the average redemption rate of approximately 16.0%
for all other members of the Investment Funds Institute
of Canada (IFIC). Net sales of Investors Group murual
funds were $165 million in 2006 compared with net
sales of $40 million in 2005. Sales of long-term funds
were $1.2 billion for the three months ended June 30,
2006, compared with $1.0 billion in 2005, an increase
of 19.3%. Net sales of long-term funds were

5106 million compared to net redemptions of

$17 million in 2005.

TABLE 4: CHANGE [N MUTUAL FUND ASSETS UNDER MANAGEMENT - INVESTORS GROUFP

THREE MONTHS ENDED JUNE 30

SIX MONTHS ENDED JUNE 310

($ millions) 2006 2005 CHANGE 2006 2005 CHANGE
Sales $ 14527 § 12537 15.9% $ 34481 § 29060 18.7%
Redemptions 1,287.9 1,213.7 6.1 2,565.3 24377 5.2
Net sales 164.8 40.0 312.0 882.8 468.3 885
Market and income (2,180.1) 1,374.1 N/M 247.3 1,944.1 (87.3)
Nert change in assets (2,015.3) 1,414.1 N/M 1,130.1 24124 (53.2%
Beginning assets 53,846.4 45,508.1 18.3 50,701.0 44.509.8 13.9
Ending assets $ 51,831.1 § 46,9222 10.5% & 51,831.1 § 46,9222 10.5%
Consists of:

Investars Masterseries™ funds $ 44,497.2 5 40,4622 10.0%

IG Mackenzie parener funds 2,230.5 1,979.9 12.7

Partner funds 4,583.5 4,004.9 14,4

iProfile™ funds 5199 475.2 9.4

$ 51,8311 § 469222 10.5%

Average daily assets $ 52,680.8 $ 46,0162 145% 8§ 52,4954 5 45,5597 15.2%
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For the six months ended June 30, 2006, sales of
Investors Group mutual funds were $3.4 billion, an
increase of 18.7% from 2005. Mutal fund redemptions
totalled $2.6 billion for the same pertod, an increase of
5.2% from 2005. Net sales of Investors Group mutual
funds were $883 million in 2006 compared with net
sales of $468 million in 2005, an increase of 88.5%.
Sales of long-term funds were $3.0 billion for the six
months ended June 30, 2006, compared with $2.4 billion
in 2005, an increase of 21.2%. Net sales of long-term
funds were $727 million compared to net sales of
$351 million in 2005, an increase of 107%.

At June 30, 2006, 30% of Investors Masterseries™
mutual funds had four or five star ratings from the
Morningstar' fund ranking service and 57% had a rating
of three stars or better, compared to 34% and 64%
respectively at December 31, 2005, This compared to
the Momingstar' universe of 33% for four and five
star funds and 69% for threc stars or better at June 30,
2006. Morningstar Ratings' are an objective,
quantitative measure of a fund’s three, five and ten
vear risk-adjusted performance relative to comparable
funds. Performance results for both periods were
impacted by a disproportionate number of Investors
Masterseries funds represented in the Morningstar!
calculations with only a 3-year performance measure
due to the introduction of a large number of new
funds over the last 5 years.

Investors Group’s mutual fund asscts under
management were 551.8 billion at June 30, 2006, an
increase of $4.9 billion or 10.5% from June 30, 2005.
The twelve month increase in assets from June 30,

QOther Products and Services

INSURANCE

Investors Group distributes insurance products through
L.G. Insurance Services Ine, For the three months ended
June 30, 2006, sales of insurance products as measured
by annualized premiums were $7.8 million, a decrease
of 8.6% or $0.7 million from 2005. For dhe six months
ended June 30, 2006, sales of insurance products were
$16.7 million, an increase of 3.2% or $0.5 million from
2005. Toral face amount of insurance in force at June 30,
2006 was $38.8 billion, an increase of $2.8 billion from
June 30, 2005.

2005 reflects net market appreciation of $3.7 billion
and net sales of mutual funds totalling $1.2 billion,
Mutual fund assets under management decreased by
$2.0 billion or 3.7% during the quarter and increased
by §1.1 billion or 2.2% during the six month period
ended June 30, 2006 as shown in Table 4. For the
three months ended June 30, 2006, net sales of
$164.8 million were offset by market depreciation of
$2.2 billion. For the six month period in 2006, net
sales of $882.8 million and market appreciation of
$247.3 million accounted for the increase in assets.

During the second quarter, Investors Group
announced the addition of new funds in both unit trust
and Corporate Class versions to further complement
the existing line-up. Two Canadian growth mandates,
Investors Canadian Growth Fund and the IG Mackenzie
Maxxum Canadian Equity Growth Fund will invest
primarily in growth-oriented Canadian companics.
Additionally, the new unit trust funds have been added
to a select number of Investors Group’s Alto™ and
Allegro™ portfalio funds. These funds became
available for sale on July 21, 2006.

In addidon, Investors Group announced plans o
launch a new investinent mandate focused on Greater
China. Investors Greater China Fund and a Corporate
Class version of the Fund (named Investors Greater
China Class) will invest in listed companies trading in
Hong Kong, Taiwan, Singapore and Chinese stock
exchanges thar derive a significant porton of their
revenue from the expanding growth region of Greater
China, These funds are expected to be available for
sale in early August subject to regulatory approval.

SECURITIES OPERATIONS

Investors Group provides securities services to clients
through Investors Group Securities Ine. At June 30,
2006, assets under administration in Investors Group
Securities Inc. were 1.2 billion.

MORTGAGE OPERATIONS

Investors Group Consultants play an integral role in
sourcing residential mortgages through client referrals
to Investors Group mortgage planning specialists.
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Through its mortgage banking operations, mortgages
are sold to Investors Mortgage and Short Term
Income Fund, Investors Group’s intermediary operations,
as well as to third parties and to montgage conduits.
Investors Group is responsible for the ongoing servicing
of these mortgages. Investors Group mortgage
operations provides both origination and servicing as
outlined in the Investors Group Review of the Business
contained in the 2005 IGM Financial Inc. Annual
Report. At June 30, 2006, Investors Group serviced
$5.8 billion in mortgages, as compared to $5.4 billion
at June 30, 2005.

SOLUTIONS BANKING'

Investors Group provides banking services to its clients
through Solutions Banking®. The offering consists of a
wide range of products and services provided by the
Natienal Bank of Canada under a long-term distribution
agreement and includes: investment loans, lines of
credit, personal loans, creditor insurance, deposit
accounts and credit cards.

Consultant Network

Investors Group is focused on growing its distribution
nerwork by attracting and craining new Consultants as
well as retaining existing Consultants. This is discussed
more fully in the Investors Group Review of the
Business contained in the 2005 IGM Financial Inc.
Annual Report. As at June 30, 2006, the number of
Consultants totalled 3,766 compared to 3,668 at
December 31, 2005 and 3,537 one year ago. The number
of Consultants with more than four years experience
was 2,147 compared to 2,100 at December 31, 2005

SEGREGATED FUNDS

Investors Group currently offers its clients eight
segregated funds distributed solely by Investors
Group Consultants. These segregated funds are
underwritten by The Great-West Life Assurance
Company, with investment components managed by
Investors Group. At June 30, 2006, wotal segregated
fund assets were $95.0 million compared to

$59.5 million at June 30, 2005,

ADDITIONAL PRODUCTS AND SERVICES

Investors Group also offers guaranteed investment
certificates to its clients through Investors Group Trust
Co. Ltd. and a number of other financial institutions.

and 2,073 one year ago. "The Consultant network has
grown in each of the last eight consecutive quarters.

In 2005, Investors Group added seven new region
offices concurrent with the growth of its field
management and the number of new Consultants. In
2006, Investors Group is embarking on a further phase
of region office expansion with four new region offices
scheduled to open later this year in Regina, Vancouver,
Mississauga and London,
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Segment Operating Results

Investors Group’s earnings from operations before
interest and taxes for the three and six menth periods
ended June 30, 2006 compared with 2005 are presented
in Table 5.

FEE AND NET INVESTMENT INCOME

For the three months ended June 30, 2006, management
fee income increased by $32.6 million to $257.0 million,
reflecting the increase of 14.5% in average daily mutual
fund assets during the quarter compared with 2005,
For the six month peried, management fee income
increased $67.7 million, reflecting the increase of
15.2% in year-to-date average daily mutual fund assets
compared with 2005. Management fee income represents
196 basis points of average mutual fund assets in both
the three and six month periods in 2006, unchanged
from 2005.

Investors Group receives administration fees for
providing administrative services te its mutual funds
through certain of its subsidiarics and trusteeship
services to its murual funds through Investors Group
Trust Co. Ltd. Administration fees totalled $44.9 million
for the three months ended June 30, 2006, up from
$41.3 million in 2005. Fees for the six months e¢nded
June 30, 2006 were $90.1 million compared to
$84.1 million in 2005, Increases in trustee fees and
other service fees in both the three and six month
periods resulted from growth in average mutual fund

TABLE 5: OPERATING RESULTS - INVESTORS GROUP

THREE MONTHS ENDED JUNF 30

assets in 2006 compared to 2005. These increases

were offser in part by a decrease of $0.2 million and

$1.8 million, respectively, in fees charged to the mutual
funds for administrative services.
Distribution fees are earned from:

* Redemption fees on mutual funds sold with a back-
end load fearure.

* Distribution of insurance products through 1.G.
Insurance Services inc.

* Securities services provided through Investors
Group Securities Inc.

* Banking services provided through Soludons
Banking®, an arrangement with the Natonal Bank
of Canada.

Distribution fee income of $29.0 million for the
three months ended June 30, 2006 increased by

$3.0 million or 11.5% from $26.0 million in 2005.

For the six month period, distribution fee income of

$57.8 million increased by $7.4 million or 14.7%

from §50.4 million in 2005. Combined distribution

fee revenue from insurance, securities and banking

operatons totalled $15.9 million for the threc month
period and $31.9 million for the six month period, an
increase of $1.1 million and $3.4 million, respectively,
over the comparable periods in 2005. Redemption fee
income of $9.2 million and $18.4 million for the three
and six month periods increased by $1.4 million and
$2.8 million due to both higher redemptions subject to

S$IX MONTHS ENDED JUNE 30

(8 milfions) 2006 CHANGE 2006 2005 CHANGE
Fee and net investment income
Management $ 2570 § 2244 14.5% $ 5094 $ 4417 15.3%
Adminisuwration 44.9 8.7 90.1 84.1 7.1
Distribution 29.0 1.5 57.8 50.4 14.7
Net investnent income and other 31.2 (15.7) 74.9 734 2.0
362.1 328.7 10.2 732.2 649.6 12.7
Operating expenses
Commissions 453 28.0 89.3 68.7 30.0
Asset retention bonus and premium 50.8 15.7 100.4 86.4 16.2
Non-commission 69.6 67.1 37 140.7 134.1 4.9
165.7 146.4 13.2 3304 289.2 14.2
Earnings before interest and taxes  $ 196.4 $ 1823 1.7% $ 4018 3 3604 11.5%
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deferred sales charges in 2006 compared to 2005 and a
higher amount of assets subject to the industry standard
deferred sales charge schedule which Investors Group
introduced in 2003.

Net investment income represents the difference
between invesunent income and interest expense.
Interest expense includes interest on deposit liabilities,
certificates and debt incurred to finance Investors
Group’s investment in Great-West Lifeco Inc. (GWTL).
Net investment income and other totalled $31.2 million
for the three months ended June 30, 2006, a decrease
of $5.8 million from 337.0 million in 2005 due to
decreases in revenues related to mortgage banking
activities as well as decreases in other income which, in
2005, included the recovery of prior vears’ commodiry
taxes paid. These decreases were offset in part by
increases in gains on the sale of securities and Investors
Group’s share of GWLs earnings.

For the six months ended June 30, 2006, net
investment income and other totalled $74.% million,
an increase of $1.5 million frem $73.4 million in 2005,
Increases in gains on the sale of securities and Investors
Group’s share of GWLs earnings were offset in part
by decreases in revenues related to mortgage banking
activities and other income. Other income in 2005
included the recovery of prior years' commodity taxes
paid and a reduction of $2.5 million in provisions
previously established for the exit of certain activities
which were no longer required.

OPERATING EXPENSES

Investors Group incurs commission expense in
connection with the distribution of its financial
services and products, particularly its mutual funds.
Comimissions are paid on the sale of these products
and will flucruate with the level of sales. Commission
expense for the three months ended June 30, 2006
increased by $9.9 million to $45.3 million compared
with $35.4 million in 2005. For the six months ended
June 30, 2006, commission expense increased by
$20.6 million to $89.3 million from $68.7 million
in 2005.
The increase in commission expense was due to:
* Increase in amortization of commissions totalling
$7.4 million for the three months and $14.9 million
for the six months related to prior years’ sales. This

increase reflects the impact from the change in

estimate, effective April 1, 2001, which increased

the term of amortization on mutual fund sales
commissions to 72 months.

* Increase in amortization of commissions of
$0.6 million for the three months and $0.9 million
for the six months related to higher commission
payments in 2006 compared with 2005, The increase
in commission payments results from higher mutual
fund sales.

* Increase of $1.9 million for the three months
and $4.8 million for the six months in other
compensation related to mutual fund operations,
insurance, mortgage and banking products due to
higher sales.

The asset retention bonus (ARB) and premium
{ARP) expenses, which are based on the level of assets
under management, are comprised of the following:

* ARB which is paid monthly and is based on the value
of assets under management. ARB expense increased
by $5.5 million to $43.8 million for the three month
period and $11.0 millicn to $86.4 million for the
six month period primarily as a result of the increase
in assets under management.

¢ ARP which is a deferred component of compensation
designed to promote Consultant retention. The
ARP, which is related to assets under management
at each year-end, increased by $1.4 million in the
three month period in 2006 to $7.0 million. For
the six month period, ARP increased $3.0 million
to $14.0 million.

Non-commission expenses totalled $69.6 million
for the three months ended June 30, 2006 compared
with $67.1 million in 2005, an increase of $2.5 million
or 3.7%. For the six month period, non-commission
expense totalled $140.7 million compared to
$134.1 million in 2005, an increase of $6.6 million or
4,9%. Increases in expenses were primarily due to:

* [Increases in Consultant Network support costs as a
result of increased activity levels.

* Increases in sub-advisory fees as a result of the
increase in sub-advised assets under management.
As well, non-commission expenses for the six

months ended June 30, 2005 included a reduction in

expenses of $1.7 million in the first quarter arising
from a change in estimate related to credit losses on

Consultant financing programs.
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Mackenzie
Assets Under Management

Mackenzie’s mutual fund assets under management were
$42.4 billion at June 30, 2006, an increase of $0.8 billion
or 1.9% from $41.6 billion as at December 31, 2005 and
an increase of $3.5 billion or 8.9% from $38.9 billion
as at June 30, 2005. Mackenzie's total assets under
management at June 30, 2006 were $52.2 billion, an
increase of $2.3 billion or 4.7% from $49.9 billion at
December 2005 and an increase of $6.3 billion or 13.8%
from 345.9 billion as at June 30, 2005, The changes in
assets under management are summarized in Table 6.
In the three month period ended June 30, 2006,
gross sales of Mackenzie's mutual funds were 52.0 billion,
an increase of 5,1% from $1.9 billion in the comparatve
period last year. Redemptions of mutual funds for
these same periods were $2.0 billion and $1.7 billion
respectively. Net sales of mutual funds for the three
month period ended June 30, 2006 were $32 million,
as cotmpared to net sales of 5207 million for the
comparative period last year. Net sales of long-term
funds were $51 million in the current peried, as
compared to net sales of long-term funds of
$231 million in the comparative period last year.

For the six month period ended June 30, 2006,
gross sales of Mackenzie’s mutual funds were $4.8 billion,
an increase of 16.0% from $4.2 billion in the comparative
period last year. Redemptions of mutual funds in the
current period were $4.2 billion as compared to
redemptions of $3.6 billion in the six month period
ended june 30, 2005, Net sales of mutual funds for
the six month period ended June 30, 2006 were
$644 million, as compared to net sales of $553 million
in the comparative period last year. Net sales of long-
term funds were $642 million for the six month period
ended June 30, 2006, as compared to net sales of long-
term funds of $599 miilion in the comparative period
last year, an increase of 7.2%.

As at June 30, 2006, Mackenzie’s twelve month
trailing redemption rate for long-term funds was
15.3% as compared to 14.7% last year. One of the
factors contributing to this increase is the higher
proportion of Mackenzicy mumal fund units which
are no longer subject to a redemption fec. The average
twelve month trailing redempton rate for long-term
funds for all other members of IFIC declined to

TABLE 6: CHANGES IN ASSETS UNDER MANAGEMENT - MACKENZIE

THREE MONTHS ENDED JUNE 310

SIX MONTHS ENDED JUNE 30

(% millians) 2006 CHANGE zo00b6 2005 CHANGE
Mutual Funds
Sales $ 19901 § 11,8942 50% 8 48395 § 41708 16.0%
Redemptions 1,958.0 1,687.3 16.0 4,195.5 3,618.3 16.0
Net sales 32.1 (84.5) 644.0 5525 16.6
Marker and income (1,597.3) N/M 165.3 1,098.5 (85.0)
Net change in assets (1,565.2) N/M 809.3 1,651.0 (51.0)
Beginning assets 43,966.5 38,188.9 15.1 41,592.0 37,298.2 11.5
Ending assets $ 42,4013 § 38,9492 8.9% 42,401.3 38,949.2 8.9
Institutional Accounts
Related parties and
Investors Group 4,091.0 3,807.1 7.5
Other 5,572.0 2,950.9 88.8
9,663.0 6,758.0 43.0
Structured Products 140.8 173.4 (18.8)
Total $ 52,205.1 § 458806 13.8%
Average daily murual
fund assets $ 432183 § 38418 124% 8§ 42,9376 § 38,1676 12.5%
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approximately 13.3% at June 30, 2006 from 15.5%
last year.

During the three month period ended June 30,
2006, net market depreciation resulted in murual fund
assets decreasing by $1.6 billion as compared to an
increase of $0.6 billion in the comparative period last
vear. During the six month period ended June 30,
2006, investment returns generated for Mackenzie
unitholders resulted in mutual fund assets increasing
by 8§0.2 billion as compared to an increase of
$1.1 billion in the comparative period last year.

At June 30, 2006, 52% of Mackenzie’s mutual fund
assets measured by the Morningstar' fund ranking
service had four or five star ratings and 89% had a
rating of threc stars or better. This compares to 66%
and 88% respectively at June 30, 2005, and to the
Momingstar' universe of 51% for four and five star
and 86% for three stars or better as at June 30, 2006.

Segment Operating Results

Mackenzie'’s carnings from operations before interest
and taxes for the three and six month periods ended
June 30, 2006 compared with 2005 are presented in
Table 7.

TABLE 7: OPERATING RESULTS - MACKENZIE

THREE MONTHS ENDED JUNE 30

Mackenzie also provides investment management
services to institotional accounts. The assets in these
accounts 3s at June 30, 2006 were $9.7 billion, a 43.0%
increase from $6.8 biilion last yvear. As well, Mackenzie’s
structured products totalled $141 million as at June 30,
2006, a decrease of $32.6 million as compared to
June 30, 2005.

During the second quarter, Mackenzic launched
the Mackenzie Universal U.S. Dividend Income Fund.
This fund offers a fixed monthly distribution and aims
to achieve a combination of income and long-term
capital growth by investing primarily in large-cap
dividend-paying American companics.

On July 4, 2006, Mackenzie launched the Mackenzie
Chantable Giving Fund, a donor-advised giving program
designed to provide a strategic and focused approach
to giving. Mackenzie is the first mutual fund company
to offer a donor-advised fund program in Canada.

FEE AND NET INVESTMENT INCOME

The majority of Mackenzie’s revenues are carned from
the management services it provides as fund manager
to the Mackenzie mutual funds. In addition to

SIX MONTHS ENDED JUNE 30

($ millionr) 1006 20035 CHANGE 2006 1003 CHANGE
Fee and net investment income
Managerment $ 189.1 § 1742 8.6% $ 3795 § 340.2 11.6%
Administration 31.5 333 {(5.4) 66.2 68.9 (3.9
Distribution 8.4 8.2 24 17.8 18.0 (r.1)
Net investment income and other 8.2 44 86.4 13.8 8.6 60.5
237.2 2201 7.8 477.3 435.7 9.5
Operating expenses
Commissions 40.6 383 6.0 81.1 76.3 6.3
Trailing commissions 52.7 45.7 15.3 103.7 90.4 14.7
Non-commission 63.7 61.0 4.4 134.3 128.9 4.2
157.0 145.0 8.3 3191 295.6 7.9
Earings before interest and taxes § 80.2 S 751 6.8% $ 1582 $ 1401 12.9%
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Mackenzie's retail priced mutual funds, it also offers
various series of these funds with lower management
fees that are designed for fec-based programs, large
accounts and third party invesunent programs offered
by banks, insurance companies and investment dealers.
In return for lower management fees, depending on
the specific series of the mutual fund, Mackenzic does
not pay trailing commissions or selling commissions
on these series in the funds. As at June 30, 2006,
there were $5.4 billion of mutual fund assets in these
serics of the funds, as compared to $4.0 billion as at
June 30, 2005.

Management fees were $189.1 million for the
three month period ended June 30, 2006, an increase
of $14.9 million or 8.6% from $174.2 million in the
comparative period last year. The increase in
management fees was attributed to a 12.4% increase
in Mackenzie's average mutual fund assets under
management from $38.4 billion as at June 30, 2005
o $43.2 billion in the current period and the growth
in its institutienal accounts. The overall increase in
management fees was less than the growth in assets
under management because of a shift in asset mix from
retail priced funds to non-retail priced funds, which
results in a lower effective management fee rate.

Management fees were $379.5 million for the six
month period ended June 30, 2006, an increase of
$39.3 million or 11.6% from $340.2 million in the
comparative pericd last vear. The increase in management
fees was attributed to a 12.5% increase in Mackenzie’s
average mutual fund assets under management from
$38.2 billion as at June 30, 2005 1o §42.9 billion in the
current period and the growth in institutional assets.
The overall increase in management fees was less than
the growth in assets under management because of a
shifr in asset mix from retail priced funds to non-retail
priced funds, which results in a lower effective
management fee rate.

Administration fecs were $31.5 million for the
three month period ended June 30, 2006, a decrease
of $1.8 million from $33.3 million in the comparative
period last year. Administration fees were $66.2 million
for the six month peried ended June 30, 2006, a decrease
of $2.7 million from $68.9 million in the comparative
period last year.

Administration fees include the following
main components:

* Operating expenses recovered from Mackenzie
mutual funds and structured products.
* Asset allocation fees.
Trustee and other administration fees generated from
the MRS Group account administration business.
The decrease in administration fees during the
three and six months ended June 30, 2006, is primarily
attributed to a decline in counter party revenue as a
result of the eliminatdon of the foreign property rules
applicable to registered plans in July 2005 and
Mackenzic's decision to discontnue this product offering
and a decline in fees for administering the VenGrowth
labour sponsored funds. VenGrowth terminated their
administration agreement with Mackenzie effective
November 2005.

Mackenzie earns distribution fee income on
redemptions of murual fund units sold on a deferred
sales charge basis and a low load basis. Fees charged
for deferred sales charge assets range from 3.5% in the

first year and decrease to zero after scven years and for
low load assets range from 3.0% in the first year and
decrease to zero after three years. Distribution fee
income in the three month period ended June 30, 2006
was $8.4 million, an increase of $0.2 million from
$8.2 million in the comparative periad last year.
Distribution fee income for the six month period
ended June 30, 2006 was $17.8 million, a decrease of
$0.2 million from $18.0 million in the comparative
period last year. Although the total level of redemptions
increased during the six month period ended June 30,
2006, the decline in distribution fee income was due 1o
a period over period decline in the absolute level of
redemprion of units thart are subject 10 a redemprtion fee.
The most significant compenent of net investment
income and other is the net interest margin from
M.R.S. Trust Company’s lending and deposit operations.
Net investment income in the three month period
ended June 30, 2006, was $8.2 million, an increase of
$3.8 million as compared to $4.4 million in the three
month period ended June 30, 2005, Net investment
income in the six month period ended June 30, 2006
was $13.8 million, an increase of $35.2 million as
compared to $8.6 million in the six month period
ended June 30, 2005. These increases are due to
changes in M.R.S. Trust Company’s loan portfolio and
rising interest rates and a gain realized at Mackenzie
in the current year on the disposition of marketable
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securities. There was no corresponding gain in the
prior vear results.

OPERATING EXPENSES

Mackenzie's operating expenses increased 8.3% and
7.9% respectively in the three and six month periods
ended June 30, 2006 as compared to the corresponding
periods last year.

Mackenzic pays selling commissions to the dealers
that sell its mutual funds on a deferred sales charge
basis. Commission expense, which represents the
amoruzation of deferred selling commissions, was
$40.6 million in the three month period ended June 39,
2006 as compared to $38.3 million in the comparative
period last year. Commission expense in the six month
period ended June 30, 2006 was $81.1 million, as
compared to 576.3 million in the same period in 2005,
Mackenzie amortizes deferred selling commissions
over a maximum period of up to seven years from the
date of original purchase of the applicable units of
deferred sales charge and low load units sold.

Trailing commissions paid to dealers are calculated
as a percentage of assets under management and vary
depending on the fund type and whether the fund was
purchased on 2 front-end basis or on a deferred sales
charge basis. Trailing commissions are generally not
paid on non-retail series of mutual funds and
institutional assets.

Trailing commissions paid to dealers were
$52.7 million in the three month period ended June 30,
2006, an increase of $7.0 million or 15.3% from
$45.7 million in the comparative period last year.
Trail commission expense in the six month period
ended June 30, 2006 was $103.7 million, an increase
of $13.3 million or 14.7% from $90.4 million in the
comparative period last year. The increase in trailing
commissions in the three and six month periods is due

to the year over year growth in average mumwal fund
assets under management and the increase in the
average trail commission rate. Trailing commissions
as a pereentage of average mutual fund assets under
management increased to 0.489% in the current
quarter as compared to 0.476% in the corresponding
quarter last year and increased to 0.484% in the six
month period ended June 30, 2006 as compared to
0.474% in the same period last vear. The increase in
the average trail commission rate is attributed to an
increase in the proportion of Mackenzie’s murual fund
assets that were purchased on a front-end basis as
opposed to a deferred sales charge basis.

Non-commission expenses increased $2.7 million
or 4.4% to $63.7 million in the three month period
ended June 30, 2006, from $61.0 million in the
comparative period last year. Non-commission expenses
increased $3.4 million or 4.2% to $134.3 million in
the six month period ended June 30, 2006 from
$128.9 million in the comparative period last year. A
component of the non-commission expenses incurred
by Mackenzie is related to the administration of its
mutual funds. These expenses, which are recovered
from Mackenzie’s mutual funds, were $0.2 million and
$1.3 million higher in the current three month and six
month periods ended June 30, 2006 respectively, as
compated to the corresponding periods last year. The
remaining non-commission expenses relate to costs
incurred by Mackenzie in the marketing and
management of its mutual funds and in its account
administration and trust company businesses. In the
current three and six month periods ended june 30,
2006, Mackenzie incurred higher external subadvisory
expenses as a result of an increase in the average assets
under management that are sub-advised in certain of
its mutual funds as compared to the corresponding
period last year.
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IGM Financial Inc.
Consolidated Financial Position

IGM Financial’s on-balance sheet assets totalled
$6.92 billion at June 30, 2006 compared to $6.81 billion
at December 31, 2005.

The Company’ securides holdings were $178.0 million
at June 30, 2006, unchanged from December 31, 2005,
The fair value of the Company’s portfolio exceeded
cost by $107.2 million at June 30, 2006 compared with
$123.7 million at December 31, 2005,

Loans, including mortgages and persenal loans,
increased by $60.5 million to $573.5 million at June 30,
2006 and represent 8.3% of total assets, compared to

7.5% at December 31, 20035, Residential mortgage
loans related to the Company’s mortgage banking
operations increased $58.4 million. These residential
mortgage loans are funded primarily by sales to third
parties and mortgage conduits on a fully serviced basis
and by the Investors Mortgage and Short Term Income
Fund. In the Company? intermediary operations,
personal loans increased by $29.5 million while
residential mortgage loans decreased by $27.4 million
in the six month period to June 30, 2006.

Consolidated Liquidity and Capital Resources

LiQuiDITy

IGM Financial’s operating liquidity is required for:

* Financing ongoing operations, including the
funding of selling commissions.

* Temporarily financing mortgages in its mortgage
banking facility.

* Meeting tegular interest and dividend obligations
rclated 1o long-term debt and preferred shares.

* Payment of quarterly dividends on its outstanding
common shares.

* Maintaining liquidity requirements for

regulated entities.

* Financing common share repurchases related to the

Company’s normal course issuer bid.

IGM Financial continues to generate significant
cash flows from its operations. Eamings before interest,
taxes, depreciation and amortizaton (EBITDA) totalled
$373.0 million for the three months ended June 30,
2006 compared to $340.5 mitlion in 2005, and represencs
an increase of 2.5%. EBITDA totalied $749.0 million
for the six months ended June 30, 2606 compared to
$667.6 million in 2003, and represents an increase
of 12.2%.

In addition to 1IGM Financial’s current balance of
cash and cash equivalents in excess of the operating
liguidity requirements described above, other patential
sources of liquidity include the Company’ portfolio of
securities and lines of credit. The Company maintains
operating lines of credit totalling $210 million with
various Schedule A Canadian chartered banks, of which
$50 million represented committed lines of credit.

IGM Financial’s demenstrated ability to raise
funds in domestic debt and equity markets is also a
source of liquidiy.

Cash Flows
Table 8 — Cash Flows is 2 summary of the Consolidated
Statements of Cash Flows which forms part of the
interim Consolidated Financial Statements for the
three and six month periods ended June 30, 2006,
Operating activities, before payment of commissions,
generated $285.5 million and $450.8 million during
the three and six month periods ended June 30, 2006,
as compared to $243.7 miilion and $402.6 million in
2005. Cash commissions paid of $82.5 million and
$203.9 million in the three and six month periods
increased from $80.7 million and $193.6 million in
2005 and reflect the increase in mutual fund sales over
2005 levels.
Financing activities during the quarter ended
June 30, 2006 compared to the same period in 2005
related primarily to:
* A net decrease of $39.1 million in deposits and

certificates in 2006 compared to $39.8 million in 2005.

* Proceeds received on the issuance of common
shares under the Company’s stock option program
of $1.8 million in 2006 compared with $1.7 million
in 2005.

* The payment of regular common share dividends
which increased to $98.0 million in 2006 from
$85.4 million in 2005 as a result of increases in the
Company’s common share dividends.
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IGM FINANCIAL INC..

TABLE 8: CASH FLOWS

THREE. MONTHS ENDED JUNE 30

SIX MONTHS ENDED JUNE 30

{8 millions) 2006 2005 CMANGE 2006 2004 CHANGE
Operating activities

Before payment of commissions §  285.5 $ 2457 16.2% $ 4508 £ 4026 12.0%

Commissions paid (82.5) (80.7) (2.2) (203.9) (193.6) (5.3)

Net of commissions paid 203.0 165.0 23.0 246.9 209.0 18.1
Financing activitics (135.3) (131.2) 3.0 (237.8) (184.0) (29.2)
Investing activities 98.4 (19.4) N/M (30.9) (77.6) 60.2
Increase (decrease) in cash

and cash equivalents 166.1 14.4 /M (21.8) (52.6) 38.6
Cash and cash equivalents,

beginning of period 880.2 798.0 10.3 1,068.1 865.0 235
Cash and cash equivalents,

end of period $ 1,046.3 § 8124 28.8% $ 1,046.3 $ 8124 28.8%

* The purchase of common shares in the second
quarter of 2006 under IGM Financial’s normal
course issuer bid which was nil in the second quarter
of 2006 compared with the purchase of 210,000
commaon shares at a cost of $7.7 million in 2005.
Financing activitics during the six months ended

June 30, 2006 compared to the same period in 20035

related primarily to:

* A net decrease of $23.4 million in deposits and
certificates in 2006 compared to $9.8 million in
2005,

* The repayment on maturity of the $25.0 million
note payable to Power Financial Corporadon.

*  Proceeds received on the issuance of common
shares under the Company’s stock option program
of $7.3 miilion in 2006 compared with $4.3 million
in 2005.

* The payment of regular common share dividends
which increased to $189.2 million in 2006 from
$164.8 million in 2005 as a result of increases in
the Company’s common share dividends.

¢ The purchase of 150,000 common shares in 2006
under IGM Financial’s normal course issuer bid at
a cost of $7.5 million. In 2005, 324,700 shares were
purchased at a cost of $12.0 million.

Invesdng activities during the quarter ended fune 30,

2006 compared to the same period in 2005 related

primarily to:

* Securities purchases of $39.8 million and securities
sales with proceeds of $31.7 million in 2006
compared with $15.5 million and $26.8 million
respectively in 2005,

* Increases in residential mortgages related to the
Company’s mortgage banking operations and
personal loans related to the Company's intermediary
operations of $436.3 million compared to an increase
of $110.0 million in 2005, offset by securitizations
of $547.0 million in 2006 compared to $82.8 million
in 2005,

Investing activities during the six months ended
June 30, 2006 compared to the same period in 2005
related primarily to:

* Sccurities purchases of $50.1 million and securities
sales with proceeds of $84.6 million in 2006
compared with $15.8 million and $56.2 million
respectively in 2005.

¢ Increases in residential mortgages related to the
Company’s mortgage banking operations and
personal foans related to the Company's
intermediary operations of $690.4 million compared
to an increase of $243.6 million in 2003, offset by
securitizations of $632.7 million in 2006 compared
to $131.5 millien in 2005.
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Contractual Obligations

Changes in the contractual obligations of the Company
from those reported at December 31, 2005 relate to
the repayment at maturity of a note payable of

$25.0 million to Power Financial Corporation during
the first quarter of 2006.

Liquidity Requirements

Liquidity requirements for M.R.S. Trust Company
and Investors Group Trust Co. Lud., which engage in
financial interimediary activites, are based on investment
policies approved by the investment committees of
their respective Boards of Directors. As at June 30,
2006, liquidity for both companies was in compliance
with these policies.

Off-Balance Sheet Arrangements

*  Securitizations — There were no changes to the
Company's liquidity management pracrices related
to securitizations during the three month period
ended June 30, 2006. During the three months
ended June 30, 2006, the Company entered into
securitization transactions through its mortgage
banking operation with proceeds of $547.0 million
compared with $82.8 million in 2005 as discussed
in Note 2 tw the interimm Consolidated Financial
Statements. Securitized loans serviced ar June 30,
2006 totalled $1,049.3 million compared with
$583.2 million in 2005. The fair value of the
Company’s retained interest was $15.4 million at
June 30, 2006 and $18.5 million in 2005.

* Derivative Contracts - There have heen no changes
in the Company’s policies and procedures with
respect to the use of derivative instruments during
the quarter ended June 30, 2006. During the second
quarter of 2006, the Company increased the
outstanding notienal amount of interest rate swaps
by $766.5 million to $1,368.9 million. However,
the exposure to credit risk, which is limited to the
current fair value of those instruments which are in
a gain position, remained relatively unchanged.
The Company utilizes interest rate swaps in order
to reduce the impact of fluctuating interest rates
on its mortgage banking operations as outlined in
Notes 1 and 15 of the Consolidated Financial
Statements in the 20035 IGM Financial Inc.
Annual Report.

CAPITAL RESOURCES

Sharcholders’ equity increased to $3.64 billion as at
June 30, 2006 from $3.45 billion at December 31, 2005.
Changes in common share capital are reflected in
Note 3 to the interim Consolidated Financial
Statements. Long-term debt declined by $25.0 million
to $1.20 billion as a result of the repayment of the note
payable to Power Financial Corporation. Preferred
shares of $360 million remained at year end 2005 levels.

To achieve its strategic objectives, the Company
requires a strong capital base. The Company’s capiral
management objective is to preserve the quality of its
financial position by establishing and maintaining a
solid capital base and a strong balance sheet.

In the first quarter of 2006, the Dominion Band
Rating Service (DBRS) reviewed their ratings of IGM
Financial’s senior debt and liabilitics. The rating on
the Company’s senior debt and liabilities was upgraded
ta A (high) with a stable outlook by DBRS, reflecting
the continuing quality of the Company's balance sheet
and the strength of its operations. The S&P rating is
currently “A” with a stable outlook.

FINANCIAL INSTRUMENTS
AND OTHER INSTRUMENTS

Changes in both the carrying values and fair values of
financial instruments did not have a significant impact
on the financial condition of the Company for the
quarter ended June 30, 2006. In addivion, there were
na significant changes in the risks related to these
financial instruments and in the policies and procedures
designed to manage these risks during the period,
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1GM FINANCIAL INC.

TABLE 9: FINANCIAL INSTRUMENTS - CARRYING VALUE

JUNE 30 DECEMBER 31

{8 nitlions) 2006 200§
Assets

Cash and cash equivalents $ 1,046.3 $ 1,068.1

Securities 178.0 178.0

Loans 573.5 513.0

Account and other receivables 162.1 161.2

$ 19599 $ 1,9203

Liabilities
Deposits and certificates

$ 6693 5 69238

Other financial liabilities 470.5 480.9
Long-term debe 1,200.0 1,225.0
Preferred shares 360.0 360.0

$ 2,699.8 § 2,758.7

Outlook

MUTUAL FUND INDUSTRY ASSETS

At June 30, 2006, murual fund industry assets in Canada
were $589.0 billion, a decrease of 3.2% relative to
March 31, 2006 and an increase of 3.3% relative to
December 31, 2005, The $19.7 billion decrease in
industry assets since March 31, 2006 reflected net sales
of $1.2 billion and an estimated $20.9 billion in market
depreciation during the quarter. The $19.0 billion
increase in industry assets since December 31, 2005
reflected net sales of 311.4 billion, an estimated

$6.3 billion in investment returns and $1.3 billion

in mutual fund assets not previously reported

through IFIC.
OTHER RISK FACTORS

Contingencies

Investors Group and Mackenzie are subject to legal
actions, including class actions, arising in the normal
course of their business. Three class actions related w
alleged markert timing trading activity in mutual funds
of the companies have been commenced. Investors
Group entered into settlement agreements in 2004
with a number of its securities regulators in respect of
such market uming trading activity. Although it is

difficult to predict the outcome of such legal actions,
based on current knowledge and consultation with
legal counsel, management does not expect the
outcome of any of these matters, individually or in
aggregate, to have a material adverse effect on the
Company’s censolidated financial position,

Market Risk

Risks related to performance of the equity markets and
changes in interest rates can have a significant impact
on the level and mix of mural fund assets under
management and sales. In addition, these factors can
result in increased redemptions of mutual funds.

REDEMPTION RATES
Redemption rates for long-term funds are summarized
in Table 10.

IGM Financial provides Consultants and
independent financial advisors with a high level of
service and support and a broad range of investment
products -~ based on asset classes, countries or regions,
and investment management styles. These are key
advantages in maintaining strong client relationships.

The mutual fund industry and financial advisors are
committed to educating Canadian investors on the
merits of financial planning, diversification and long-
term investing. In periods of volatility our Consultants
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TABLE 10: TWELVE MONTH TRAILING REDEMPTION RATE FOR LONG-TERM FUNDS

As at June 30 1006 2003
IGM Financial Inc.
Investors Group 8.4% 9.1%
Mackenzie 15.3% 14.7%
Counsel Group of Funds 9.7% 9.9%
Mutual Fund Industry, excluding IGM Financial Inc. 16.1% 16.7%

W Excludes Investors Gronp, Mackenzsie and Conmsel Group of Funds.

and independent financial advisors play a key role * Mackenzie - Mackenzic derives substantially all of
assisting investors to maintain perspective and focus its mutual fund sales through independent financial
on their long-term objectives, advisors, Mackenzie’s ability to market its products

is highly dependent on access to various distribution

Distribution Risk . L .
channels. These intermediaries generally offer their

* lnuvestors Group Consultant Network — Investors
Group derives all of its mutual fund sales through
its Consultant network. Investors Group Consultants
have regular direet contact with clients which can
{ead to a strong and personal client relationship
based on the client’s confidence in that individual
Consultant. The market for financial advisors is
extremely competitive. The loss of a significant
number of key Consultants could lead to the loss
of client accounts which could have an adverse

clients investment produets in addition to, and in
competition with Mackenzie. The inability to have
such access could have a material adverse effect on
Mackenzic’s operating results and business prospects.
However, Mackenzic’s portfolio of financial products
is recognized as one of the most innovative and
complete in the industry. This, combined with
strong performance, marketing, educational and
service support, has tnade Mackenzie one of
Canada's leading companies serving independent

effect on Investors Group’s results of operations A .
financial advisors.

and business prospects. Investors Group is focused
on growing its distributdon network of Consultants
as previcusly discussed in the Investors Group
Review of the Business.
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IGM FINANCIAL INC,

Accounting Estimates and Policies

CHANGES IN ACCOUNTING POLICIES

There were no changes in accounting policies from
those reported at December 31, 2005.

Other Information

RELATED PARTY TRANSACTIONS

There were no changes 10 the types of related party
transactions from those reported at December 31,
2005. For further information on transactions
involving related parties, see Notes 5 and 19 of che
Consolidated Financial Statements in the 2005 IGM
Financial Inc. Annual Report.

OUTSTANDING SHARE DATA

Outstanding shares of the Company as at June 30,
2006 of 264,719,141 are disclosed in Note 3 « Share
Capital in the notes to the interim Consolidated
Financial Statements. Quistanding shares of the
Company as at August 1, 2006 totalled 264,736,422,

IGM FINANCIAL INC, SECOND QUARTER REPORT 1006 / MANAGEMENT’S DISCUSSION AND ANALYSIS

SUMMARY OF CRITICAL
ACCOUNTING ESTIMATES

There were no changes to the Company’s critical
accounting estimates from those reported at
December 31, 2005.

SEDAR

Additional information relating to IGM Financial Inc.,
including the Company’s most recent financial
statements and Annual Information Form, is available
at www.sedar.com.
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IGM FINANCIAL INC.

Consolidated Statements of Income

(unaudired} THREE MONTHS ENDED JUNE 30 SIX MONTHS ENDED JUNE 30
(in thousands of doflars, exeept shares and per sbare amounis) 2006 200§ 2006 2003
Fec and net investment income

Management $ 455907 § 406,462 § 908,214 § 797,112

Administrarion 76,520 75,396 156,562 154,881

Distribution 54,841 49,756 111,608 103,092

Net investment income and other 49,345 47,548 106,550 97,173
Total fee and net investment income 636,613 579,162 1,282,934 1,152,258
Operating expenses

Commission expense 206,204 177,865 408,613 353,481

Non-commission expense 141,504 135,727 290,935 278,513

Interest expense 22,036 22,557 43,977 44,930
Toral operating expenses 369,744 136,149 743,525 676,924
Income before income taxes and nen-controlling interest 266,869 243,013 539,409 475,334
Income raxes 65,709 74,498 152,598 145,668
Income before non-controlling interest 201,160 168,515 186,811 329,666
Non-controlling interest 748 584 1,146 1,040
Net income $ 200412 $ 167931 § 385665 S 328,626
Average number of common shares (ir thousands) (Nute 6}

- Basie 264,673 264,557 264,660 264,601

- Diluted 267,529 266,306 267,454 266,334
Earnings per share (in doftarsy (Note 6

- Basic $ 0.76 § 0.63 $ 1.46 § 1.24

- Dilated s 075 § 0.63 $ 144 § 1.23

(Sec accormpanying notes ta interim lidated financial J

Consolidated Statements of Retained Earnings

(unandited) $IX MONTHS ENDED JUNE 30
(in thowsands of doltars) 2006 2005
Balance, beginning of period $ 1,954,391 51,668,006
Net income 385,665 328,626
Common dividends (195,910) (170,676)
Common share cancellation excess (Nose 3 (6,611) (10,228)
Other 722 (5,654)

Balance, end of period

$ 2,138,257

$ 1,810,074

(See accompanybig moles 1o imterim lidated financial y]
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Consolidated Balance Sheets

(uraudited) JUNE 30 DECEMBER 31
(in thousands of dollars) 2006 1005
Assets
Cash and cash equivalents $ 1,046,310  §1,068,061
Sccurities 178,049 178,011
Loans 573,478 512,989
Investment in affiliate 533,430 509,721
Deferred selling commissions 985,214 927,958
Other assets 327,425 336,473
Intangible assets 900,294 900,180
Goodwill 2,373,579 2,373,483
$ 6917779 56,806,876
Liabilities
Deposits and certificates $ 669346 § 692,770
Orher liabilities 597,954 634,256
Future income taxes 451,457 449,717
Long-term debt 1,200,000 1,225,010
Preferred shares (Note 3) 360,000 360,000

3,278,757 3,361,753

Sharcholders’ Equity

Share capital (Noee 3 1,488,549 1,481,519
Contribured surplus 12,216 9,213
Retained earnings 2,138,257 1,954,391

3,639,022 3,445,123
$ 6,917,779 56,806,876

(See accampanying rotes tu interin lidated finuncial st 5.)
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1GM FINANCIAL INC.

Consolidated Statements of Cash Flows

(unasdited) THREE MONTHS ENDED JUNE 30 SIX MONTHS ENDED JUNE 30
(m thousands of doflars) 2006 2003 2006 2003
Operating activities
Net income $ 200412 §$ 167931 § 385665 § 328,626
Adjusuments to detenmine net cash from operating activides
Future income taxes (23,893) 4,675 1,740 35,284
Commission amortization 74,562 64,971 146,692 127,578
Amortization of capital and intangible assets 5,361 5,702 10,730 11,400
Changes in operating assets and liabilites and other 29,077 2,439 (94,001) (100,254)
285,519 245,718 450,826 402,634
Commissions paid (82,533) (80,672) (203,948) {193,596)
202,986 165,046 246,878 209,038
Financing activities
Net decrease in deposits and certificates (39,062) (39,801} (23,424) {9,765)
Repayment of long-term debt - - (25,010) {1,785)
Issue of common shares 1,764 1,678 7,329 4,299
Common dividends paid (97,964) (85,373) (189,230) (164,758)
Coemmon shares purchased for canceilation - (7,742) (7,454) (12,0413
{135,262) (131,238) {237,789) (184,050)
Investing activities
Acquisition of additional interest in
Investment Planning Counsel (841) (344) (997) (641)
Purchase of securities (39,773) (15,52%) (50,147) (15,833)
Proceeds from the sale of securities 31,730 26,798 84,627 36,208
Net increase in loans (436,331) (110,033} (690,418) (243,642)
Proceeds from securitizations (Newr 2} 547,047 82,786 632,690 131,489
Additions ro capital assers (3,436) (3,133) (6,595) (5,170)
98,396 (19,449) (30,840) (77,589)
Increase {decrease} in cash and cash equivalents 166,120 14,359 (21,751) (52,601)
Cash and cash equivalents, beginning of period 880,190 798,030 1,068,061 864,990
Cash and cash equivalents, end of period $ 1,046,310 $ 812,389 51,046,310 § 812,389
Cash $ 123137 § 67,726 $§ 123,137 § 67,726
Cash equivalents 923,173 744,663 923,173 744,663
$ 1,046,310 § 812,389 $ 1,046,310 § 812,389
Supplemental disclosure of cash flow informaton
Amount of interest paid during the period § 42258 § 40773 8§ 63,580 § 63,597
Amount of income taxes paid during the period $ 73332 % 79408 8§ 171,462 5§ 147208

{See accompanying motes 10 imterien consofidated financial statements.}

IEM FINANCIAL INC. SECOND QUARTER REPORT 2006 / INTERIM CONSOLIDATED FINANGIAL STATEMENTS

27

POWER CORPORATION OF CANADA — SECOND QUARTER REPORT 2006

D 24




28

Notes to the Interim Consolidated Financial Statements

JUNE 30, :000 (unaudited) (In theusands of dollars, except shares and per skare amounts)

1. SIGNIFICANT ACCOUNTING POLICIES

The interim unaudited Consolidated Financial Statements have been prepared in accordance with Canadian generally
accepted accounting principles, using the same accounting policies as set out in Note 1 to the Consolidated Financial
Statements for the year ended December 31, 2005, These interim unaudited Consolidated Financial Statements
should be read in conjunction with the Consolidated Financial S$tatements and Notes thereto in the Company’s
Annual Report dated December 31, 2005,

Certain comparative figures have been reclassified to conform with the current year’s financial statement presentation.

2. SECURITIZATIONS

During the second quarter, the Company securitized $549.8 million (2005 - $83.2 million) of residential mortgages
through sales to commercial paper conduits that in rumn issued securities to investors and received net cash proceeds
of $547.0 million (2005 - $82.8 million). The Company’s retained interest in the sccuritzed loans was valued at

$6.0 million (2005 — $2.7 million), A pre-tax loss on sale of $2.7 million {2005 — gain of $1.5 million} was recognized
and reported in Net investment income and other in the Consolidated Statements of Income.

During the six months ended June 30, 2006, the Company securitized $63 5.9 million (2005 - $132.1 million) of
residential mortgages through sales to commercial paper conduits that in turn issued securities to investors and received
net cash proceeds of $632.7 million (2005 - $131.5 million). The Company’s retained interest in the securitized loans
was valued at $7.5 million (2005 - 4.1 million). A pre-tax loss on sale of $2.4 million (2005 - gain of $2.3 million) was
recognized and reported in Net investment income and other in the Consolidated Statements of Income.

3. SHARE CAPITAL

Issued and outstanding

JUNE 30, 2006 DECEMBER 31, 2005
STATED STATED
SHARES VALUE SHARES VALUE
First preferred shares, Series A 14,400,000 $ 360,000 14,400,000 § 360,000
Common shares
Batance, beginning of period 264,539,213 $1,481,519 264,598,380 §1,475405
Issued under Stock Option Plan 329,928 7,873 525,513 9,382
Purchased for cancellation {150,000) (843) {584,700) (3,268)
Balance, end of period 264,719,141 $1,488,549 264,539,213  §1,481,519

Normal course issuer bid

The Company commenced a normal course issucr bid, effective for one year, on March 22, 2006. Under this bid, the
Company may purchase up to 13.2 million or 5% of its common shares outstanding as at March 14, 2006.

There were no shares purchased in the second quarter of 2006, and during the six months ended June 30, 2006,
150,000 shares were purchased at a cost of $7.5 million. The premium paid to purchase the shares in excess of the
stated value was charged to Retained earnings.

On February 23, 2005, the Company commenced a normal course issuer bid, effective for one year, authorizing
it to purchase up to 13.2 million or 5% of its common shares outstanding as at February 18, 2005. In the second
quarter of 2005, 210,000 shares were purchased at a cost of $7.7 million and, during the six months ended June 30,
2005, 324,700 shares were purchased at a cost of $12.0 million. The premium paid to purchase the shares in excess
of the stated value was charged to Retained earnings.
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IGM FINANCIAL INC,

9

4. STOCK-BASED COMPENSATION

JUNE 30 DECEMBER 31

2006 2005

Common share options
- Qutstanding 8,822,378 8,451,760
- Exercisable 4,624,063 3,854,090

In the second quarter of 2006, the Company did not issue options to employees (2005 - nil). In the six months
ended June 30, 2006, the Company issued 810,400 options to employees (2005 - 1,920,800). A porticn of the
options granted to employees are subject to performance targets. The weighted-average fair value of options
granted during the six months ended June 30, 2006 has been estdmated ar $8.68 per opdon (2005 — §7.76) using the
Black-Scholes option pricing madel, based on the following assumptions: (i) risk-free interest rate of 4.11% (2005 —
4.04%), (ii) expected option life of six years (2005 — six years), (i) expected volatility of 21.00% (2005 - 25.00%)
and (iv} expected dividend yield of 3.17% (2005 — 3.42%).

The Company recorded compensation expense related to its stock eption program of $1.6 million (2005 -
$1.1 million) in the second quarter and $3.0 million (2005 — $2.0 million} for the six months ended June 30, 2006,

5. EMPLOQYEE FUTURE BENEFITS

The Company recorded pension and other post-retirement benefits expense as follows:

THREE MONTHS ENDED JUNE 30 SIX MONTHS ENDED JUNE 30
2006 2005 zo06 2005
Pension expense 5 769 & 220§ 1,537 & 408
Other post-retirement benefits expense 725 972 1,450 1,944
Total $ 1,494 5 1,192 § 2,987 § 2,352
6. EARNINGS PER COMMON SHARE
THREE MONTHS ENDED JUNE 30 $IX MONTHS ENDED JUNE 30
2006 1005 2006 1005
Earnings
Net income $ 200412 § 167,931 § 385665 § 328,626
Number of common shares (in thousands)
Average number of common shares outstanding 264,673 264,557 264,660 264,601
Add:
— Potential exercise of outstanding stock options 2,856 1,749 2,794 1,733
Average number of common shares outstanding
- Diluted basis 267,529 266,306 267,454 266,334
Earnings per commen share (i doilars)
Basic $ 0.76 3 0.63 % 146 3 1.24
Diluted s 075 § 0.63 $ 144 § 1.23

In certain circumstances, the preferred shares are convertible into common shares. These conversions are not included
in the calculation of diluted earnings per share as the Company has the option to settle in cash instead of shares.
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7. SEGMENTED INFORMATION

Three months ended June 30 INVESTORS CORPORATE
2006 GROUP MACKENZIE AND OTFHER ‘TOTAL

Fee and net investment income

Management $ 257,001 § 189073 §$ 9833 § 455907
Administration 44911 31,499 110 76,520
Distribution 29,004 8,388 17,449 54,841
Net investment income and other 31,167 8,283 9,895 49,345

362,083 237,243 37,287 636,613

Operating expenscs
Commissions 96,121 93,311 16,772 206,204
Non-commission 69,579 63,684 8,241 141,504
165,700 156,995 25,013 347,708
Earnings before undernoted $ 196383 § 80,248 § 12,274 288,905
Interest expense 22,036
Income before income taxes and non-controlling interest 266,869
Income taxes 65,709
Income before non-contrelling interest 201,160
Non-controlling intcrest 748
Net income $ 200,412

Three months ended June 30 INVESTORS CORPORATE
2005 GROUP MACKENZIE AND OTHER TOTAL

Fee and net investment income

Management $ 224,362 § 174230 § 7870 § 406,462
Administration 41,301 33,304 791 75,396
Distribution 26,040 8,173 15,543 49,756
Net investment income and other 36,967 4,411 6,170 37,548

328,670 220,118 30,374 579,162

Operating expenses
Commissions 79,371 84,019 14,475 177,865
Non-commission 67,054 61,004 7,669 135,727

146,425 145,023 22,144 313,592
Earnings before undernoted S 182,245 § 75095 § 8,230 265,570
Interest expense 22,557
Income before income taxes and non-controlling interest 243,013
Income taxes 74,498
Income before non-controlling interest 168,515 ——
Non-controlling interest 584
Net income 5 167,931
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1IGM FINANCIAL INC.

7. SEGMENTED INFORMATION (continued)

Six months ended June 30 INVESTORS CORPORATE
2006 GROUP MACKENZIE AND OTHER TOTAL
Fee and net investment income
Management $ 509415 § 379471 § 19,328 $ 908,214
Administration 90,122 66,222 218 156,562
Distribution } 57,725 17,794 36,089 111,608
Net investment income and other 74,880 13,860 17,810 106,550
.732,142 477,347 73,445 1,282,934
Opcrating expenses
Comirmnissions 189,680 184,771 34,162 408,613
Non-commission 140,717 134,335 15,883 290,935
330,397 319,106 50,045 699,548
Earnings before undernoted $ 401,745 § 158,241 § 23,400 583,386
Interest expense 43,977
Income before income raxes and non-controlling interest 539,409
Income taxes 152,598
Income before non-controlling interest 386,811
Non-controlling interest 1,146
Net income $ 385,665
Identifiable asscrs $1,486,197 §2,182612 § 875,391 $4,544,200
Goodwill 1,347,781 943,550 82,248 2,373,579
Total assets $2,833,978 §3,126,162 $ 957,639 $6,917,779
Six months ended June 30 INVESTORS CORPORATE
2005 GROUP MACKENZIE ANIY OTHER TOTAL
Fee and net investment income
Management $ 441,696 § 340,163 % 15,253 § 797,112
Administration 84,140 68,932 1,809 154,881
Distribution 50,400 17,953 34,739 103,092
Ner investment income and other 73,379 8,624 15,170 97,173
649,615 435,672 66,971 1,152,258
Operating expenses
Commissions 155,108 166,721 31,652 353,481
Non-commission 134,112 128,898 15,503 278,513
289,220 295,619 47,135 631,999
Earnings before undernoted $ 360,395 § 140,053 § 19,816 520,264
Interest expense 44,930
Income before income taxes and non-controlling interest 475,334
Income taxes 145,668
Income before non-controlling interest 329,666
Non-controlling interest 1,040
Net income $ 328,626
Identifiable assets $1,454,251  $2,198,644 § 565033 $4.217,928
Goodwill 1,347,781 943,550 81,451 2,372,782
Total assets $2,802,032 §$3,142,194 § 646,484 $6,590,710
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8. SUBSEQUENT EVENT

On August 2, 2006, Mackenzie Financial Corporation (“Mackenzie™), a subsidiary of IGM Financial Inc., entered
into an agreement to acquire all of the assets of Cundill Investnent Research Lid. and related entities (the “Cundill
Group™). Under its long standing strategic alliance with Mackenazie, the firm is currently sub-advisor to over

$12.5 billion in assets of the Mackenzie Cundill mutual funds and other Mackenzie mandates. The Cundill Group
also manages over $3 billion of institutional and high net worth mandates to a global client base. The transaction is
expected to close by the end of the third quarter of 2006.
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POWER CORPORATION OF CANADA

STOCK LISTINGS

Shares of Power Corporation of Canada are listed on the

Toronta Stack Exchange. under the following listings:

Subordinate Voting Shares: POW
Participating Preferred Shares: POW.PR.E
First Preferred Shares 1986 Series: POW.PR.F
First Preferred Shares, Series A: POW.PR.A
First Preferred Shares, Series B: POW.PR.B
First Preferred Shares, Series C: POW.PR.C
First Preferred Shares, Series D: POW.PR.D

Shareholders with questions relating to the payment
of dividends, change of address und share certificates should

contact the Transfer Agent.

TRANSFER AGENT AND REGISTRAR

Computershare Investor Services Inc.
1-800-564-6253 (toll-free in Canada and the U.5))
or 514-982-7555

1500 University Street, Suite 700, Montréal, Québec, Canada H3A 358
100 University Avenue, 9th Floor, Toronto, Ontario, Canada M5) 2Y1
830-201 Portage Avenue, Winnipeg, Manitoba, Canada R3B 3K6
510 Burrard Street, Vancouver, British Columbia, Canada V6C 3B9

Caring Company
Une sntieprise
généreuse

Imagine

Fower Corporation has been designated “A Caring Company”™
by Imagine, a national program to promote cerporate and public
giving, volunteering and support in the community.
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TO THE SHAREHOLDERS

Power Corporation of Canada’s operating earnings for the nine-month period ended September 30, 2006 were $866 million or
$1.85 per share, compared with $781 miilion or $1.70 per share in the corresponding period of 2005. This represents an increase

of 9.2% on a per share basis.

Growth in the Corporation’s operating earnings reflects primarily an increase in the contribution from Power Financial

Corporation, as well as an increase in results from corporate activities due to higher income from investments.

Other items not included in operating earnings were $238 million or $0.53 per share in 2006. This figure includes the Corporation’s
share. in the amount of $236 million, of the gain resulting from the sale by Groupe Bruxelles Lambert of its 25.1% interest in
Bertelsmann. For the nine-month period in 2005, items not included in operating earnings were a charge of $13 million or
$0.03 per share in the aggregate, including a charge of $14 million or $0.03 per share representing Power Corporation’s share of

a specific charge recorded by Lifeco.

As a result, net earnings for the nine-month period ended September 30, 2006 were $1,104 million or $2.38 per share, compared

with $768 million or $1.67 per share for the same period in 2005.

THIRD QUARTER RESULTS

For the quarter ended September 30, 2006, operating earnings of the Corporation were $273 million or $0.58 per share, compared

with $258 million or $0.56 per share in the third quarter of 2005. This represents an increase of 4.3% on a per share basis.

Other items for the quarter in 2006 were $236 million or $0.52 per share, composed primarily of the Corporation's share of the
gain related to the sale by GBL of its interest in Bertelsmann. In the corresponding period in 2005, items not included in operating
earnings were a charge of $16 million or $0.04 per share in the aggregate, and were primarily composed of the Corporation’s

share, in the amount of $14 million or $0.03 per share, of a specific charge recorded by Lifeco.

Therefore. net earnings for the three-month period ended September 30, 2006 were $509 million or $1.10 per share, compared

with $242 million or $0.52 per share in the third quarter of 2005.

RESULTS OF POWER FINANCIAL CORPORATION

Power Financial Corporation’s operating earnings for the nine-month period ended September 30, 2006 were $1,330 million
or $1.81 per share, compared with $1,244 million or $1.71 per share in the corresponding period in 2005. This represents a 6.1%

increase on a per share basis.

The increase in operating earnings for the nine-month period in 2006 reflects growth in the contribution from Power Financial's
subsidiaries and affiliate and also reflects the negative impact of the rise of the Canadian dollar on the growth of Lifeco’s net
income for the period. Based upon Lifeco’s growth in net income on a constant currency basis, Power Financial's operating

earnings on a per share basis for the nine-month period would have increased by 12.4%.

Other items not included in operating earnings in 2006 were $351 million or $0.50 per share, reflecting primarily Power Financial's
share, in the amount of $356 million, of the gain recorded by GBL from the sale of its 25.1% interest in Bertelsmann. For the
nine-month period in 2005, items not included in operating earnings were a charge of $24 million or $0.03 per share in the
aggregate, and were composed primarily of a charge of $22 million or $0.03 per share representing Power Financial’s share of a

specific charge of $30 million recorded by Lifece.
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As a result, net earnings for the nine-month period ended September 30, 2006 were $1,681 million or $2.31 per share, compared

with $1,220 million or $1.68 per share for the same period in 2005.

For the quarter ended September 30, 2006, operating earnings of Power Financial were $439 million or $0.60 per share, compared

with $414 million or $0.57 per share in the third quarter of 2005. This represents an increase of 4.8% on a per share basis.

Operating earnings on a per share basis would have increased by 12.7% based upon Lifeco’s growth in net incorne on a constant

currency basis.

Other items for the quarter in 2006 were $356 million or $0.50 per share, representing Power Financial's share of the gain recorded
by GBL from the sale of its interest in Bertelsmann. In the corresponding period in 2005, iterns not included in operating earnings
were a charge of $24 million or $0.03 per share in the aggregate, and were composed primarily of Power Financial's share, in the

amount of $22 million or $0.03 per share, of a specific charge of $30 million recorded by Lifeco.

Therefore, net earnings were $795 million or $1.10 per share for the quarter ended September 30, 2006, compared with
~ $390 million or $0.54 per share in 2005.

On behalf of the Board of Directors,

Paul Desmarais, Jr., O.C. André Desmarais, O.C.
Chairman and Co-Chief Executive Officer President and Co-Chief Executive Officer

November 10, 2006
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This document contains the management's discussion and analysis of operating results of Power Corparation

of Canada for the three months and nine months ended September 30, 2006 and the consolidated financial

staternents of the Corporation as at and for the three months and nine months ended September 30, 2006.

This document has been filed with the securities commissions and simitar autherities in Canada and mailed to
shareholders of the Corporation in accordance with applicable securities laws.
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The trademarks contained in this report are owned by Power Corporation of Canada, or a member of
the Power Corporation group of companies. Trademarks that are not owned by Power Corporation are
used with permission,
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POWER CORPORATION OF CANADA
MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATING RESULTS

ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS OTHERWISE NQTED.

The following is a discussion and analysis of the interim consolidated financial position and results of operations of Power Corporation of
Canada (Power Corporation or the Corporation) for the nine-month and three-month periods ended September 30, 2006 (the Interim MD&A).
This document shouid be read in conjunction with the unaudited interim consolidated financial statements of Power Corporation and notes
thereto for the nine-month and three-month periods ended September 30, 2006, management’s discussion and analysis of operating results
for the year ended December 31, 2005 {the 2005 MD&A), and the consolidated financial statements and notes thereto for the year ended
December 31, 2005. Additional information relating to Power Corporation, including the Annual Information Form, may be found on SEDAR
at www.sedar.com.

FORWARD-LOOKING STATEMENTS > Certain statements, other than statements of histerical fact, are forward-looking statements based on certain assumptions and
reflect the Corpotation’s, its subsidiaries’ or affiliates’ current expectations. These statements may include, without limitation, statements regarding the operations. busi-

ness, financial condition, priorities, ongoing objectives. strategies and outlook of Power Corporation, its subsidiaries or affiliates for the current fiscal year and subsequent
periods. Forward-looking statements include statements that are predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects’,

“anticipates”, “plans”, “believes”, "estimates”, "intends”, targets”, "projects”, " forecasts” or negative versions thereof and other similar expressions, or future or conditional verbs
such as “may”, “will”, “should”, "would” and “could".

This information is based upon certain material factors or assumptions that were applied in drawing a conclusion or making a forecast or projection as reflected in the
forward-looking statements, including the perception of historical trends, current conditions and expected future developments, as well as other factors that are believed
to be appropriate in the circumstances.

Actual results could differ materially from those projected and should not be relied upon as a prediction of future events. By its nature, this information is subject to inherent
risks and uncertainties that may be general or specific. A variety of material factors, many of which are beyond the Corporation’s, its subsidiaries’ and affiliates’ control,
affect the operations, performance and results of the Corporation, its subsidiaries and affiliates. and their businesses, and could cause actual results to differ materially from
current expectations of estimated or anticipated events or results. These factors include. but are not limited to: the impact or unanticipated impact of general economic,
political and market factors in North America and internationally, interest and foreign exchange rates, global equity and capital markets. management of market liquidity
and funding risks. changes in accounting policies 2nd methods used to report financial condition. including uncertainties associated with critical accounting assumptions
and estimates, the effect of applying future accounting changes, business campetition, technological change, changes in government regulation and legislation, changes in
tax laws, unexpected judicial or regulatory proceedings, catastrophic events, the Corporation’s, its subsidiaries” or affiliates’ ability to complete strategic transactions and
integrate acquisitions. and the Corporation’s. its subsidiaries’ or affiliates’ success in anticipating and managing the foregoing risks.

The reader is cautioned thac the foregoing list of factors is not exhaustive of the factors that may affect any of the Corporation’s, its subsidiaries’ and affiliates’ forward-locking
statements. The reader is also cautioned to consider these and other factors carefully and not to put undue reliance on forward-looking staternents.

Other than as specifically required by law, the Corporation undertakes no obligation to update any forward-looking statement to reflect events or circumstances after the
date on which such statement is made, or to reflect the occurrence of unanticipated events, whether as a result of new information, future events or results, or otherwise.

Additional information about the risks and uncertainties ofthe Corporation’s business is provided in its disclosure materials, including its most recent Annual Information
Form, filed with Lhe securitics regulatory authorities in Canada, available at www.sedar.com.

OVERVIEW

Power Corporation is a holding company whose principal asset is its controlling interest in Power Financial Corporation (Power Financial). As of
September 30, 2006, Power Corporatien held 2 66.4% equity and voting interest in Power Financial, unchanged from December 31, 2005 and 2004,

Power Financial holds substantial interests in the financial setvices industry through its controlling interest in each of Great-West Lifeco
Ine. (Lifeco) and IGM Financial Inc. (IGM). Power Financial also holds an interest in Pargesa Helding S.A. (Pargesa}, together with the Frére
group of Belgium,

Parts B, C and D of this interim MD&A concerning Power Financial, Lifeco and IGM consist of their respective interim MD&A and financial state-
ments, as prepared and disclosed by these companies. This information is also available either directly from SEDAR (www.sedar.com) or from
the Web sites of Power Financial (www.powerfinancial.com), Lifeco (www.greatwestlifeco.com) or IGM (www.igmfinancial.com}. respectively.

The information contained in Part E. which relates to Pargesa, is based on information provided in Pargesa’s public disclosure through the
press release issued by Pargesa on November 8, 2006 including unaudited results for the nine-month period ended September 30, 2006.
For more information about Pargesa. readers can access Pargesa's Web site (www.pargesa.ch).

As in previous years. Pargesa released its six-month results during the month of September. Parjointco N.V, (Parjointco) holds Power
Financial's interest in Pargesa. The contribution from Parjointco reflected in the interim unaudited consolidated financial statements
for the periods ended June 30, 2006 was therefore established on the basis of estimated figures. In accordance with the practice in prior
vears, the impact of the difference between these estimated figures and the six-month results has been recorded by Power Financial in
the third guarter, The impact on Power Financial's third quarter operating earnings is a negative $2 million or $0.00 per share, while
there was no impact on Power Financial's non-operating earnings in 2006. In 2005, the impact on Power Financial's operating earnings
was a positive $3 million or $0.00 per share. while the impact on non-operating earnings was a negative $1 million, or $0.00 per share.
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LIFECO

Lifeco has operations in Canada. the United States and Europe through its subsidiaries The Great-West Life Assurance Company (Great-West
Life), London Life Insurance Company {London Life), The Canada Life Assurance Company (Canada Life), and Great-West Life & Annuity
Insurance Company (GWL&A).

In Canada, Great-West Life and its operating subsidiaries, London Life and Canada Life, offer a broad portfolio of financial and benefit plan
solutions for individuals, families, businesses and organizations, through a network of Freedom 55 Financial and Great-West Life financial
security advisers, and through a multi-channel network of brokers, advisers and financial institutions.

Inthe United States, GWL&A is a leader in providing self-funded employee health plans for businesses and in meeting the retirement income
needs of employees in the public/non-profit and corporate sectors. It serves its customers nationwide through a range of health care and
financial products and services marketed through brokers. consultants and group representatives, and through partnerships with other
financial institutions.

In Europe, Canada Life is broadly organized along geographically defined market segments and offers protection and wealth management
products and reinsurance, The Europe segment is composed of two distinct primary business units: Insurance & Annuities, which consists
of operations in the United Kingdom, Isle of Man, Republic of Ireland and Germany; and Reinsurance, which operates primarily in the
United States, Barbados and Ireland. Reinsurance products are provided through Canada Life. London Reinsurance Group Inc. (LRG), and
their subsidiaries.

At the end of September 2006, Power Financial and IGM held 70.6% and 4.2%, respectively. of Lifeco’s common shares, representing
approximately 65% of the voting rights attached to all outstanding Lifeco voting shares.

IGM

IGM is one of Canada’s premier personal financial services companies and Canada’s largest manager and distributor of mutual funds and
other managed asset products. Its activities are carried out principally through its operating subsidiaries, Investors Group Inc. (Investors
Group), Mackenzie Financial Corporation (Mackenzie), and Investment Planning Counsel Inc. (Investment Planning Counsel), which offer
their own distinctive products and services through separate advice channels.

Investors Group, through a network of over 3,800 consultants nationwide (at September 30, 2006), offers comprehensive financial ptanning
advice and services to its clients, including investment, retirement, estate and tax planning. Investors Group offers investment management,
securities, insurance, banking and mortgage products and services to its clients through integrated financial planning,

Mackenzie is aleading investment management firm that was founded in 1967. Mackenzie provides investment advisory and related services.
Mackenzie also provides management services to institutional accounts and provides trust and administrative services,

Investment Planning Counsel is an integrated financial services company focused on providing Canadians with high-quality financial
products, services and advice. while helping themn achieve their financial objectives. Investment Planning Counsel is the fifth largest financial
planning firm in Canada.

At the end of September 2006, Power Financial and Great-West Life held 55.9% and 3.5%, respectively, of IGM's common shares.

PARGESA

Power Financial Europe BV., a wholly owned subsidiary of Power Financial, and the Frére group each hold a 50% interest in Parjointco, which
at the end of September 2006 held a 54.19% equity interest in Pargesa, representing 61.4% of the voting rights of that company. As previously
disclosed. on March 30, 2006, Pargesa announced the issue and placement of SF600 million debentures convertible into new Pargesa bearer
shares, through a public offering in Switzerland and an international private placement to institutional investors. Pargesa stated at the time
that it intended to use the proceeds of the offering to subscribe for its 50% share of the €709 million capital increase previously announced by
Groupe Bruxelles Lambert (GBL). Concurrently with this offering, Pargesa also issued SF60 million debentures convertible into new registered
shares, which was fully subscribed by existing registered shareholders of Pargesa, including Parjointco.

The Pargesa group has substantial holdings in major companies based in Eurcpe. These investments are held by Pargesa directly or through
its affiliated Belgian holding company, GBL. As of September 30, 2006, its portfolio was composed of interests in various sectors, including o,
gas and chemicals through Total S.A. {Total); energy, water and waste services through Suez: specialty minerals through Imerys; and cement
and building materials through Lafarge. As previously disclosed, GBL sold to Bertelsmann its 25.1% equity interest in that company, for cash
consideration of €4.5 billien, generating a gain of approximately €2.4 billion for GBL. The transaction closed on July 4, 2006. The impact of
this gain on Power Financial’s non-operating earnings in the third quarter of 2006 was $356 million, and Power Corporation’s share of this
gain was $236 million.
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GESCA LTEE

Gesca Ltée (Gesca) is a wholly owned subsidiary of Power Corporation primarily engaged in the publication of newspapers, including the
Montréal daily newspaper La Presse. In addition to publishing seven daily newspapers in the provinces of Québec and Ontarie, Gesca publishes
several specialty magazines and books, and produces television programming.

Gesca also owns and operates several Web sites, including cyberpresse ca and lapresseaffaires.com. Mediametrix, which measures traffic
on Web sites in Canada. estimates that these Web sites rank ameng the top French-language news Web sites in terms of number of unique
visitors and page views. Gesca acquired in 2002 a 20% interest in Workopolis, a Canadian employment Web site. On October 26, 2006, Gesca
and Torstar Corporation announced that they had acquired the 40% interest previously held by Bell Globemedia in Workopolis, and as a
result of this transaction, Gesca and Torstar Corporation now each own a 50% interest in Workopolis.

POWER TECHNOLOGY INVESTMENT CORPORATION

Power Corporation also owns 100% of Power Technology Investment Corperation (PTIC). PTIC is an investor in the biotechnology and
technology sectors. In addition to its investments in Neurochem Inc. and Adaltis Inc., two public companies based in Montréal, PTIC also
holds interests in various U.S.-based technology funds, as well as minority ownership positions in several companies. Further information
concerning Neurochem Ine. and Adaltis Inc. is contained in their disclosure documents at www.sedar.com.

ASIA

In Asia, the most significant investment of the Corporation is its interest in CITIC Pacific Limited (CITIC Pacific), held through wholly owned
subsidiaries. CITIC Pacific invests in power generation, civil infrastructure, special steel manufacturing, communications and aviation in
Hong Kong and mainland China. CITIC Pacific is also engaged in marketing and distributing motor and consumer products, and property
investment and management. At November 10, 2006, the Corporation held a 5.1% interest in CITIC Pacific. compared with 4.6% at the end of
September 2006. In addition, Power Corporation is involved in selected projects in China. and operates as a Qualified Foreign Institutional
investor (QF1I) in the Chinese "A” shares market, with an initial investment of US$50 million.

INVESTMENTS IN FUNDS AND SECURITIES

Power Corporation has invested directly or through whally owned subsidiaries in a number of selected investment funds, hedge funds
and securities.

As previously disclosed, Power Corporation made a commitment of €100 million in 2002 to Sagard Private Equity Partners (Sagard 1),
a €535 million fund based in Paris, France. Power Corporation currently owns 100% of the French management company, Sagard 5.A.5.
Since it started its operations, Sagard 1 has completed 12 investments. Two of these investments were sold during the second quarter of 2006.
The management company has decided to launch Sagard 2, with the objective of raising €800 million. Sagard 2 will have the same investment
strategy as Sagard 1. Power Corporation is making a €200 million commitment to this new fund, while Pargesa and GBL are committing
€50 million and €150 million, respectively, to Sagard 2.

As previously disclosed. the Corporation is also reviewing potential investment opportunities in the United States. and currently plans to
allocate a portion of its cash resources (initially limited to a maximum of US$250 million) to this initiative.

OUTSTANDING NUMBER OF PARTICIPATING SHARES

As of the date of this report, there were 48,854,772 Participating Preferred Shares, unchanged from December 31. 2005, and 402,606,144
Subordinate Voting Shares of the Corporation outstanding, compared with 402,601,144 as of September 30. 2006 and 400,264,694 as of
December 31. 2005. The increase in the number of outstanding Subordinate Voting Shares reflects the exercise of options under the Corporation’s
Executive Stock Option Plan.

BASIS OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES

The Consolidated Financial Statements of the Corporation have been prepared in accordance with generally accepted accounting principles
in Canada (Canadian GAAP) and are presented in Canadian dollars.
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INCLUSION OF PARGESA’S RESULTS

The investment in Pargesa is accounted for by Power Financial under the equity method. As described above, the Pargesa portfolio consists
primarily of investments in Imerys, Total, Suez and Lafarge, which are held by Pargesa directly or through GBL. In the statement of earnings
of GBL, the contribution from Total, Suez and Lafarge consists of the dividends received from these companies (Lafarge did not contribute
to earnings in 2005 as the investments were made by GBL after Lafarge paid its annual dividend). As a consequence of the sale by GBL of its
25.1% equity interest in Bertelsmann early in July 2006, Bertelsmann ceased to contribute to Pargesa’s earnings after the end of June 2006.

As already disclosed. Pargesa, which previously prepared its financial statements in accordance with Swiss generally accepted accounting
principles, adopted IFRS at the end of 2005, and accordingly restated its 2005 interim financial results. As a result of adopting IFRS, Pargesa
no longer amortizes goodwill in the preparation of its financial statements.

The contribution to Power Financial’s earnings is based on the economic (flow-through) presentation of results used by Pargesa. Pursuant
to this presentation, “operating income™ and "non-operating income” are presented separately by Pargesa. Power Financial's share of non-
operating income of Pargesa, after adjustments or reclassifications if necessary, is included as part of Other income in the Corporation’s
financial statements.

RESULTS OF POWER CORPORATION OF CANADA

This section is an overview of the results of Power Corporation. In this section, consistent with past practice, the contributions from Power
Financial. Gesca and PTIC are accounted for using the equity method in order to facilitate the discussion and analysis. This presentation has
no impact on Power Corporation’s net earnings, and is intended to assist readers in their analysis of the results of the Corporation.

NON-GAAP FINANCIAL MEASURES

In analysing the financial results of the Corporation and consistent with the presentation in previous years, net earnings are subdivided in
this section into the following components:

» operating earnings; and
> other items, which includes, but is not limited to, the impact on the Corporation’s net earnings of Other income as presented in the
Corporation’s Consolidated Statements of Earnings (net of taxes and non-controlling interests, if any).

Management has used these performance measures for many years in its presentation and analysis of the financial performance of Power
Corporation, and believes that they provide additional meaningful infermation to readers in their analysis of the results of the Corporation.

“Operating earnings” exclude the after-tax impact of any itern that management considers to be of a non-recurring nature or that
could make the period-over-period comparison of results from operations less meaningful, and alsc excludes the Corporation’s share
of any such item presented in a comparable manner by its subsidiaries. Operating earnings and operating earnings per share are non-
GAAP financial measures that do not have a standard meaning and may not be comparable to similar measures used by other entities.

The following table shows a reconciliation of the non-GAAP financial measures discussed above with the financial statements of
Power Corporation.

NINE MONTHS ENDED SEPTEMBER 30 2006 2005
OTHER AS PER CTHER AS PER
OPERATING ITEMS, FINANCIAL QOPERATING ITEMS, FINANCIAL
EARNINGS NET  STATEMENTS EARNINGS NET STATEMENTS
Earnings before share of earnings of
afliliates, other income, income taxes
and non-controlling interests 2,752 2,752 2.468 {33) 2.435
Share of earnings of affiliates 84 84 73 73
Earnings before other income, income taxes
and non-controlling interests 2,836 2,836 2,541 (33) 2,508
Other income [charges] 348 348 (9} {9}
Earnings before income taxes and
non-controlling interests 2,836 348 3,184 2,541 (42) 2,499
Income taxes 742 (14) 728 666 (8) 658
Non-controlling interests 1.228 124 1,352 1.094 (21) 1073
Net earnings 866 238 1,104 781 (13) 768
Per share 1.85 0.53 2.38 1.70 (0.03) 1.67
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THREE MONTHS ENDED SEPTEMBER 30 2006 2005
OTHER AS PER OTHER AS PER

QPERATING ITEMS, FINANCIAL OPERATING ITEMS, FINANCIAL

EARNINGS NET STATEMENTS EARNINGS NET STATEMENTS

Earnings before share of earnings of
affiliates, other income, income taxes

and non-controlling interests 946 946 820 (33) 787
Share of earnings of affiliates 9 9 15 15
Earnings before other income, income taxes

and non-controlling interests 955 955 835 (33) 802
Other income [charges] 356 356 (3) (3)
Earnings before income taxes and

non-controlling interests 955 356 1,311 835 (36) 799
Income taxes 274 274 211 (3) 208
Non-controlling interests 408 120 528 366 7 349
Net earnings 273 236 509 258 (16) 242
Per share 0.58 0.52 1.10 0.56 (0.04) 0.52

REVIEW OF FINANCIAL PERFORMANCE
EARNINGS SUMMARY — CONDENSED SUPPLEMENTARY STATEMENTS OF EARNINGS

NINE MONTHS ENDED SEPTEMBER 30 THREE MONTHS ENDED SEPFTEMBER 30
2006 2005 2006 2005
PER PER PER PER
TOTALM SHARE TOTALM SHARE TOTALN SHARE TOTALI SHARE
Contribution to operating earnings
from subsidiaries 846 796 276 262
Results from corporate activities 20 (15) 3 {4)
Operating earnings® 866 1.85 781 1.70 273 0.58 258 0.56
Other items 238 0.53 1 - 236 0.52 2 {0.01)
Share of specific charge recorded by Lifeco - - (14) (0.03) - - {14) (0.03)
Net earnings 1,104 2.38 768 167 | 509 1.10 242 0.52

[1] Befcre dividends on preferred shares issued by the Corporation, which amounted to $11 million and $7 million in the third quarters of 2006 and 2005, respectively,
and to $32 milion and $22 millicn in the nine-month periods of 2006 and 2005, respectively.
[2) Operating earnings per share are calculated after deducting dividends on perpetual preferred shares {see above) from operating earnings.

OPERATING EARNINGS

Operating earnings for the nine-month period ended September 30, 2006 were $866 million or $1.85 per share compared with $781 million
or $1.70 per share in the corresponding period of 2005. This represents a 9.2% increase on a per share basis.

For the three-month period ended September 30, 2006, operating earnings were $273 million or $0.58 per share compared with $258 million
or $0.56 per share in the third quarter of 2005, for an increase of 4.3% on a per share basis.

SHARE OF OPERATING EARNINGS FROM SUBSIDIARIES

Power Corporation’s share of operating earnings from its subsidiaries was $846 million in the nine-menth period ended September 30, 2006.
campared with $796 million in the corresponding period in 2005, which represents an increase of $50 million or 6.3%. For the third quarter
in 2006, compared with the corresponding period in 2005, the increase was 5.3%, from $262 million in 2005 to $276 millien in 2006.

Power Financial, which makes the most significant contribution to the Corporation’s earnings, reported operating earnings of $1.330 million
or $1.81 per share in the nine-month period ended September 30, 2006, compared with $1,244 million or $1.71 per share for the same period
in 2005. On a per share basis, this represents an increase of 6.1%. For the three-month period ended September 30, 2006, Power Financial
reported operating earnings of $439 million or $0.60 per share compared with $414 million or $0.57 per share in the same period in 2005,
which represents an increase of 4.8% on a per share basis.

For more discussion as to the results of Power Financial, Lifeco, IGM. and Pargesa, readers are referred to Parts B. C. D, and E, respectively,
of this interim MD&A.
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RESULTS FROM CORPORATE ACTIVITIES

Results from corporate activities include income from investments. operating expenses, depreciation and income taxes. Corporate activities
contributed a net profit of $20 million to operating earnings in the nine-month period ended September 30, 2006, compared with a net charge
of $15 million in the corresponding period last year. The improvement in corporate results compared to last year results primarily from higher
income from investments, reflecting a net combination of various elements. Among others. income from investments includes in 2006 an
aggregate amount of $37 million (of which $32 million was recorded in the second quarter and the balance in the third quarter) representing
the Corporation’s share of pre-tax profits resulting from the sale by Sagard 1 of two of its investments. Income from investments in the nine-
month period of 2006 also reflects improved returns from cash management as well as an increase in the contribution from investments in
Asia compared with last year, while the contribution from investment funds was lower than in 2005.

For the three-month period ended September 30, 2006, results from corporate activities were a charge of $3 million, compared with a charge
of $4 million in the corresponding period in 2005.

OTHER ITEMS

Other items amounted to $238 million in the nine-month period ended September 30, 2006, and consisted of the Corporation’s share of other
items recorded by Power Financial, as well as the reversal, in the second quarter, of $5 million of specific provisions which management no
longer considers appropriate. Included in particular in Other Items is an amount of $236 million, or $0.52 per share, recorded in the third
quarter and representing the impact of the gain resuiting from the sale by GBL of its interest in Bertelsmann.

Other items for the three-month period ended September 30, 2006 were $236 million or $0.52 per share reflecting primarily the impact of the
gain related to the sale of Bertelsmann.

In 2005, Other items amounted to $1 million and were a charge of $2 million for the nine-month and three-month periods ended September 3¢,
respectively, and included Power Corporation’s share of other items recorded by Power Financial, as well as, in the first quarter of 2005, its share
of non-recurring items recorded by PTIC.

SHARE QF SPECIFIC CHARGE RECORDED BY LIFECO

In 2005, the specific charge of $14 million or $0.03 per share represented the Corporation’s share of a $30 million after-tax charge recorded by
Lifeco in the third quarter of 2005, related to provisions for expected losses arising from hurricane damage.

NET EARNINGS

Net earnings for the nine-month period ended September 30, 2006 were $1,104 million or $2.38 per share, compared with $768 million or
$1.67 per share in the corresponding period in 2005, For the quarter ended September 30, net earnings were $509 million or $1.10 per share in
2006, compared with $242 million or $0.52 per share in 2005,
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FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES

CONDENSED SUPPLEMENTARY BALANCE SHEET
SEPTEMBER 30, DECEMBER 31, SEPTEMBER 30, DECEMBER 31,
2006 2005 2006 2005
CONSCLIDATED BASIS EQUITY BASISM

Assets
Cash and cash equivalents 5.817 5332 756 671
[nvestments at equity 1,986 1.554 6,332 5,609
Other investments 92,090 87.773 870 864
Other assets 27,821 18.340 309 306
Total 127,714 112,999 8,267 7.450
Liabilities
Policy liabilities

Actuarial liabilities 82,556 71,263

Other 4,209 3,787
Other liabilities 15,749 14,719 i79 191
Preferred shares of subsidiaries 1,629 1656
Capital trust securities and debentures 647 648
Debentures and other borrowings 3,345 3427

108,135 95,500 179 191

Non-controlling interests 11,491 10,240
Shareholders’ equity
Non-participating shares 795 795 795 795
Participating shares? 7,293 6.464 7,293 6464
Total 127,714 112,999 8,267 7.450
Consolidated assets and assets under administration 308,679 282,273
{1] Condensed supplementary balance sheet of the Corporation with Power Financial, Gesca and PTIC accounted for using the equity method.
12} Inciudes Participating Preferred Shares and Subordinate Votng Shares.

CONSOQLIDATED BASIS

The consolidated balance sheets include Power Financial’s, Lifeco’s and IGM's assets and liabilities. Please refer to Parts B, C and D of this
interim MD&A related to these subsidiaries, which respectively include a presentation of their balance sheets.

Total assets increased to $127.714 million at the end of September 2006, compared with $112.999 million at December 31. 2005. The increase
in assets is mainly attributable to Lifeco and results primarily from an increase in funds held by ceding insurers of approximately $9.5 billion
as a result of the agreement to acquire the non-participating payout annuity business of The Equitable Life Assurance Society in the
United Kingdom.

Preferred shares of subsidiaries represent soft-retractable preferred shares issued by Power Financial, Lifeco and 1GM. while perpetual preferred
shares issued by subsidiaries, for a total of $2,654 million at September 30, 2006, are classified under Non-controtling interests,

Assets under administ ration include segregated funds of Lifeco and IGM's mutual fund assets, at market values. The market value of Lifeco’s
segregated funds was $81 billion at the end of September 2006, compared with $75 billion at the end of 2005. IGM's mutual fund assets at
market value, including those of Mackenzie and Investment Planining Counsel, were $99 billion at September 30. 2006, compared with
$94 billion at the end of 2005.

EQUITY BASIS

Under the equity basis presentation, Power Financial, Gesca and PTIC are accounted for using the equity method. This presentation has no
impact on Power Corporation’s Shareholders’ equity. and is intended to assist readers in isolating the contribution of Power Corporation,
as the parent company, to consolidated assets and liabilities.

Cash and cash equivalents held by Power Corporation amounted to $756 million at the end of September 2006, compared with $671 million
at the end of December 2005.
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In managing its own cash and cash equivalents, the Corporation may hold cash balances or invest in shori-term paper or equivalents,
as well as deposits. denominated in foreign currencies and thus be exposed to fluctuations in exchange rates. In order to protect against
such fluctuations, the Corporation from time to time enters into currency-hedging transactions with highly rated financial institutions,
At September 30, 2006. 88% of the $756 million of cash and cash equivalents were denominated in Canadian dollars.

Investments are principally composed of the carrying value of the Corporation’s interest in its subsidiaries Power Financial, Gesca and PTIC,
and the carrying value of its portfolio of funds and other securities.

The carrying value of Power Corporation’s investment in its subsidiaries increased to $6,332 million at September 30, 2006, compared with
$5,609 million at December 31, 2005. The variance includes primarily:

* Power Corporation’s share of net earnings from its subsidiaries, net of dividends received, for a net amount of $736 million; and

* anet $18 million negative variation in foreign currency translation adjustments, related principally to the Corporation’s indirect invest-
ment through Power Financial in Lifeco’s foreign operations and in Pargesa.

Other investments (excluding investments held by PTIC) amounted to $870 million at the end of September 2006, compared with $864 million
at the end of 2005. The carrying value of the portfolio of marketable securities was $500 million ($496 million at the end of 2005) and consisted
primarily of the carrying value of the investment in CITIC Pacific for $434 million, $62 million representing the carrying value of the portfolio
of securities and mutual funds held as part of the QFII operations in China which began in 2005, as well as other marketable securities.
The carrying value of the portfolio of investment funds held by the Corporation {excluding funds held by PTIC) was $337 million at the
end of September 2006, compared with $330 million at December 31, 2005. This figure does not include outstanding commitments to make future
capital contributions to investment funds for an aggregate amount of $341 million, including remaining commitments of $19 million
for Sagard 1 and $282 million for Sagard 2 in Europe (3101 million for investment funds and $34 million for Sagard 1, respectively, at the
end of 2005). In addition, the Corporation is reviewing investment opportunities in the United States, as described above.

CASH FLOWS

CONSOLIDATED CASH FLOWS

NINE MONTHS ENDED SEPTEMBER 30 THREE MONTHS ENDED SEPTEMBER 30

2006 2005 2006 2005

Cash flow from operating activities 3,568 3.877 1,544 1,063
Cash flow from financing activities (400) (612) (301) (97)
Cash flow from investing activities (2,754) (2.115) (946) (167)
Effect of changes in exchange rates on cash and cash equivalents 71 (266} 31 (168)

Increase in cash and cash equivalents 485 884 328 631

Cash and cash equivalents, beginning of year 5,332 4,142 5,489 4,395

Cash and cash equivalents. end of year 5,817 5,026 5,817 5026

On a consolidated basis, cash and cash equivalents increased by $485 million in the nine-month period ended September 30, 2006, compared
with an increase of $884 million in the corresponding period in 2005.

Operating activities produced a net inflow of $3,568 million in the nine-month period in 2006, compared with a net inflow of $3,877 miilion
in the corresponding period in 2003,

»  For the nine-month period in 2006, Lifeco’s cash flow from operations was $3.095 million, compared with $3,440 million in 2005.
The decrease in cash flow from operations is mainly due to changes in Funds Held Under Reinsurance Contracts and the reduction and
payment of other liabilities. For the three-month period ended September 30, 2006, cash flow from operations increased compared with the
same period in 2005, due mainly to higher premium income and investment income, partially offset by higher payments to policyholders.
In the nine-month period in 2006, cash was used to acquire additional invested assets of $2.515 million supporting policy liabilities.

?»  Operating activities of IGM, before payment of commissions, generated $728 million in the nine-month period ended September 30, 2006,
as compared to $722 million in the same period in 2005. Cash commissions paid were $270 million in the nine-month period in 2006,
compared with $268 million in the same period in 2005.

Cash flows from financing activities, which include dividends paid on participating and non-participating shares of the Corporation as
well as dividends paid by subsidiaries to non-controlling interests, resulted in net outflows of $400 million in the nine-month period ended
September 30, 2006. compared with net outflows of $612 million in the corresponding period in 2005.
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Financing activities during the nine-month period ended September 30, 2006 compared to the same period in 2005 include, in particular:
» Dividends paid on a consolidated basis in 2006 of $812 million. compared with $682 million in 2005.

» Repayment of debentures and other borrowings of $400 million. consisting of the redemption by Power Financial of its $150 million
debentures that matured in January 2006, and the repayment of the $250 million of suberdinated debentures by a subsidiary of Lifeco.

»  Repurchase for cancellation by subsidiaries of the Corporation of their common shares in the amount of $56 million in 2006, compared
with $65 million in the nine-month period in 2005.

s Issue of preferred shares by Power Financial in the amount of $200 million and by Lifeco in the amount of $300 million.
» Issue of subordinated debentures by a subsidiary of Lifeco in the amount of $336 miilion (US$300 million).

Cash flow from investing activities resulted in net outflows of $2,754 million in the nine-month period in 2006, compared with net outflows
of $2,115 million in the same period in 2005.

» Tnvesting activities at Lifeco in 2006 resulted in a net outflow of $2,515 million, compared with $1.952 million in the period in 2005.

» Tnvesting activities at IGM were a net outflow of $175 million in the nine-month period ended September 30, 2006, compared with a net
outflow of $60 million in the corresponding period in 2005.

Cash flows from activities of Lifeco and IGM are described in Parts C and D of this interim MD&A related to these subsidiaries. respectively.

CORPORATE CASH FLOWS

Power Corporation is a holding company. As such, corporate cash flows from operations, before payment of dividends on the first preferred
shares and on the participating shares, are principally made up of dividends received from subsidiaries and income {rom investments. less
operating expenses and taxes. A significant component of corporate cash flows is made up of dividends received from Power F inancial. which
is also a holding company. During the first nine months of 2006, Power Financial declared dividends of $0.7325 per share on its common
shares, compared with $0.6375 in the corresponding period of 2005.

The quarterly dividends paid by Power Corporation on its participating shares in 2006 were $0.16875 in the first quarter and $0.1975 in
the second and third quarters, compared with $0.14375 in the first quarter of 2005 and $0.16875 in the second and third quarters of 2005,
This represents a 17% increase on a year-to-date basis.

At its meeting held on November 10, 2006, the Board of Directors of Power Corporation declared a quarterly dividend of $0.1975 per participating
share, payable December 29, 2006 1o shareholders of record on December 8, 2006.

SHAREHOQLDERS' EQUTY

Shareholders’ equity, including non-participating shares issued by the Corporation, was $8,088 million at the end of September 2006, compared
with $7,259 million at the end of 2005.

Non-participating shares of the Corporation consist of five series of First Preferred shares with an aggregate stated amount of $795 million

as of September 30, 2006 {unchanged from December 31, 2005), of which $750 million are non-cumulative. All of these series are perpetual

preferred shares and redeemable in whole or in part at the option of the Corporation from specific dates. The First Preferred Shares, 1986

Series, with a stated value of $45 million at September 30, 2006 (unchanged from the end of 2005), have a “sinking fund” provision under which

the Corporation will make all reasonable efforts to purchase on the open market 20,000 shares per quarter. No such shares were purchased

in the nine-month period in 2006.

Excluding preferred shares, participating shareholders’ equity was $7.293 million at September 30, 2006, compared with $6,464 million at

December 31, 2005. The increase of $829 million was primarily due to:

> an $813 million increase in retained earnings; and

»  a$25 million negative variation in foreign currency translation adjustments, relating primarily to the Corporation’s indirect investments
through Power Financial in Lifeco's foreign operations and Pargesa.

In addition, the Corporation issued 2,336,450 Subordinate Voting Shares in the nine-month period ended September 30, 2006 (4.173.125 in the

carrespending period in 2005) under the Executive Stock Option Plan, resulting in an increase in stated capital of $25 million {corresponding

period in 2005 — $28 million). Book value per participating share of the Corporation was $16.16 at the end of September 2006, compared with

$14.39 at the end of 2005.
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RATINGS OF THE CORPORATION

As of the date hereof, ratings of certain of the Corporation’s securities are as follows:

DOMINICN BOND STANDARD & POOR’S
RATING SERVICEN RATINGS SERVICESH!
Corporate rating/counterparty credit rating A [high] A
Preferred
Cumulative shares Pfd 2 [high] Canadian scale P2 [highl]
Global scale BBB+
Non-cumulative Pfd 2 [high) Canadian scale P2 [high]
Global scale BBB+
[1} The ratings on the Corporation’s securities were upgraded on April 18, 2006. The trends remain stable.
2] The outlook and the Corporation’s ratings are stable.

SUMMARY OF CRITICAL ACCOUNTING ESTIMATES

‘There were no material changes to the critical accounting estimates from those reported at December 31, 2005 (please refer to the
2005 MD&A).

FUTURE ACCOUNTING CHANGES

As noted in the 2005 MD&A, the Corporation is currently evaluating the impact on its Consolidated Financial Statements of the following
new requirement:

» new standards addressing the recognition and measurement of financial instruments and the application of hedge accounting and
comprehensive income, which will be effective for the Corporation on January 1, 2007 Part C of this report contains more information on
the potential impacts of the new standards on Lifeco’s and. consequently. the Corporation’s financial statements.

OFF-BALANCE SHEET ARRANGEMENTS
The following should be read in conjunction with the Notes to the 2005 Consolidated Financial Statements.

SECURITIZATIONS » There were no changes to IGM’s liquidity management practices related to securitizations during the nine-month
period ended September 30, 2006. During the three-month period ended September 30, 2006, IGM entered into securitization transactions
through its mortgage banking operations with proceeds of $387 million, compared with $57 million in the corresponding period in 2005.
Securitized loans serviced at September 30, 2006, totalled $1,357 million and the fair value of IGM’s retained interest was $37 million.
This compares with $562 million and $18 million, respectively, at September 30, 2005.

DERIVATIVE FINANCIAL INSTRUMENTS » In the course of their activities, the Corporation and its subsidiaries use derivative financial
instruments, When using such derivatives. they only act as limited end-users and not as market makers in such derivatives. There have been
no changes to the Corporation’s and its subsidiaries’ policies and procedures with respect to the use of derivative instruments during the
nine-month period ended September 30, 2006. During the third quarter of 2006, IGM increased the outstanding notional amount of interest
rate swaps by $478 million to $1,845 million, However, [GM’s exposure to credit risk, which is limited to the current fair value of those
instruments, which are in a gain position, remained relatively unchanged. IGM utilizes interest rate swaps in order to reduce the impact of
fluctuating interest rates on its mortgage banking operations. Other than as noted with respect to IGM, there has not been a significant change
in either the notional amount outstanding other than in the normal course of operations, or in the exposure to credit risk that represents the
market value of those instruments, which are in a gain position as at September 30, 2006. For an overview of the use of derivative financial
instruments, ptease refer to the 2005 MD&A and to Notes 1 and 22 to the 2005 Consolidated Financial Statements.

LETTERS OF CREDIT > In the normal course of its Reinsurance business, Lifeco provides letters of credit {LOC) to other parties or
beneficiaries. Through certain of its operating subsidiaries, Lifeco has provided LOC to both external and internal parties, which are
described in the paragraph “Liquidity Risk (Letters of Credit)” included in the Lifeco section of the 2005 MD&A, as well as in Note 24 to the
2005 Consolidated Financial Statements.

CONTRACTUAL OBLIGATIONS
There have been no material changes in the contractual obligations of the Corporation or its subsidiaries from those reported at December 31, 2005.

On April 24, 2006, Crown Life Insurance Company (Crown Life) served notice, pursuant to the terms of the 1999 acquisition of the majority
of the insurance operations of Crown Life by Canada Life, commencing a process under which Canada Life may be required to acquire the
common shares of Crown Life. This acquisition is not expected to have a material effect on the consolidated financial position of the Corporation.
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FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS

For an averview of financial instruments at December 31, 2005, please refer to the 2005 MD&A, as well as to Note 21 to the 2005 Consolidated
Financial Statements.

Changes in both the carrying values and the fair values of financial instruments did not have a significant impact on the financial condition
of the Corporation or its subsidiaries for the nine-month period ended September 30, 2006. In addition, there were no significant changes in
the risks related to these financizl instruments and the policies and procedures designed to manage these risks during the period.

SUMMARY OF QUARTERLY RESULTS

In this table, all per share amounts are presented on a post-subdivision basis.

2006 2005 2004

Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1

Revenues 7,292 7,381 6,404 7.239 5843 6,408 7.087 6,387 5.549 6.513 5,894

Operating earnings!'(2l?] 273 339 254 290 258 292 231 242 233 271 209

per share—basic 0.58 0.73 0.54 0.62 0.56 0.64 0.50 0.53 0.51 0.59 0.45
Other items® 236 2 - (5) (16} 2 1 (10} (5) 11 (2}
per share — basic 0.52 - - (0.01) (0.04) 0.00 0.00 (0.02) (0.01) 0.03 {0.00)

Net earnings 509 341 254 285 242 294 232 232 228 282 207

per share — basic 110 0.73 0.54 0.61 0.52 0.64 0.50 0.51 0.50 0.62 0.45

per share —diluted 1.09 0.73 0.54 0.60 0.51 0.63 0.50 0.50 0.49 0.1 0.44

[1] The contribution from Pargesa 1o operating earnings includes Pargesa’s share of the dividends paid by Total and Suez, and, starting in 2008, its share of the
dividends paid by _afarge, as well as, for the last time in 2006, Pargesa's share of the partion of the dividend received by GBL from Bertelsmann, which is considered
a preferred dividznd {Pargesa’s share; S¥37 million in 2006, SF30 million in 2005 and SFS0 million in 2004] and thus recorded as income. These dividends contribute
significantly to Pargesa's operating results. Dividends from Suez, Lafarge and Bertelsmann are received once a year, during the second quarter. Total, which also
used to pay its annual dividend in one installment during the second quarter, started in the fall of 2004 to pay its dividend in two installments. In 2004, Pargesa’s
contribution to operating earnings of Power Financial includes, in the second quarter of 2004, its share of the full annual dividend paid by Total related to 2003,
which amounted to €4.70 per share, as well as, in the fourth quarter, the first interim dividend, related to fiscal 2004, which amounted to €2.40 per share. For
2005 and beyond, it includes in the second guarter the final portion of the dividend related to the previous fiscal year, and in the fourth guarter the interim dividend
relateg to the current fiscal year.

12

Lifeco recorded, in the third and fourth quarters of 2005, reinsurance provisions of $30 millien and $13 million after tax, respectively, for expected losses arising
from hurricane damages in 2005. Power Corporation’s share of this specific charge was $14 million or $0.03 per share in the third quarter, and §7 million or

$0.02 per share in the fourth quarter of 2005. In addition, Other iterns also included in 2004 and in the first three quarters of 2005 the impact of restructuring costs
recorded by Lifeco in connection with the acquisition of Canada Life.

Other items also include, in the second quarter of 2006, the Corporation’s share of tax benefits recorded by (GM (please also refer to Part D of this report related
to IGM).

[3] For a definition of this non-GAAP financial measure, please refer to Results of Power Corperation of Canada—Non-GAAP Financial Measures.
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POWER CORPORATION OF CANADA

CONSOLIDATED BALANCE SHEETS

SEPTEMBER 30,

DECEMBER 31,

2006 2005
{in millions of dollarsi [unaudited]
Assets
Cash and cash equivalents 5817 5332
Investments
Shares 5,066 4.867
Bonds 62,558 59.298
Mortgages and other loans 15,722 15118
Loans to policyholders 6,692 6.646
Real estate 2,052 1.844
92,090 87.773
Funds held by ceding insurers [Note 11] 11,596 2,556
Investment in affiliates, at equity 1,986 1,554
Intangible assets 2,557 2419
Goodwill 8,286 8.264
Future income taxes 404 476
Other assets 4,978 4.625
127,714 112,999
Liabilities
Poliey liabilities
Actuarial liabilities [Note 11] 82,556 71,263
Other 4,209 4,023
Deposits and certificates 720 693
Funds held under reinsurance contracts 3,433 4,089
Debentures and other borrowings [Note 2) 3,345 3,427
Preferred shares of subsidiaries 1.629 1,656
Capital trust securities and debentures [Note 3] 647 648
Future income taxes 838 865
Other liabilities 10,758 8.836
108,135 95,500
Non-controlling interests 11,491 10,240
Shareholders’ Equity
Stated capital [Note 4]
Non-participating shares 795 795
Participating shares 442 417
Contributed surplus 53 37
Retained earnings 7,291 6,478
Foreign currency translation adjustments (493) (468)
8,088 7,259
127,714 112,999
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POWER CORPORATION OF CANA

CONSOLIDATED STATEMENTS OF EARNINGS

THREE MONTHS ENDED

SEPTEMBER 30

NINE MONTHS ENDED

SEPTEMBER 30

[unaudited] [in millions of dellars, except per shate amounts] 2006 2005 2006 2005
Revenues
Premium income 4,332 3.186 12,471 11,530
Net investment income 1,632 1.427 4,596 4,137
Fees and media incormne 1,328 1,230 4,010 3.671
7,292 5,843 21,077 19,338
Expenses
Paid or credited to policyhalders and beneficiaries including
policyholder dividends and experience refunds 4,871 3.650 13,831 12,547
Commissions 523 465 1,592 1,467
Operating expenses 862 855 2,644 2,631
Financing charges [Note 5] 90 86 258 258
6,346 5.056 18,325 16,903
946 787 2,752 2.435
Share of earnings of affiliates 9 15 84 73
Other income [charges]. net [Note 6] 356 (3) 348 %)
Earnings before income taxes and non-controlling interests 1,311 799 3,184 2,499
Income taxes 274 208 728 658
Non-controlling interests 528 349 1.352 1073
Net earnings 509 242 1,104 768
Earnings per participating share [Note 7]
Basic 1.10 0.52 2.38 1.67
Diluted 1.09 0.52 2.36 1.64
CONSOLIDATED STATEMENTS OF RETAINED EARNINGS
NiNE MONTHS ENDED SEPTEMBER 30
[unaudited] [in millions of dallars| 2006 2005
Retained earnings, beginning of year 6,478 5,761
Add
Net earnings 1,104 768
7.582 6,529
Deduct
Dividends
Non-participating shares 32 22
Participating shares 254 216
Other 5 2
28] 240
Retained earnings, end of period 7.291 6,289

—
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CONSOLIDATED STATEMENTS OF CASH FLOWS
THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMEER 30 SEPTEMEBER 10
[unaudited} [in millions of dollars) 2006 2005 2006 2005
Operating activities
Net earnings 509 242 1,104 768
Non-cash charges [credits]
Increase [decrease] in policy liabilities 1,172 107 1,575 1,565
Decrease [increase] in funds held by ceding insurers 40 127 471 357
Increase [decrease) in funds held under reinsurance contracts (524) 79 (621) 11
Amortization and depreciation 28 28 83 85
Future income taxes (15} (75) 57 59
Non-controlling interests 528 349 1,352 1,073
Other (379) 16 (266) 427
Change in non-cash working capital 196 190 (176) (468)
1,555 1.063 3,579 3877
Financing activities
Dividends paid
By subsidiaries to non-controlling interests (183) (153) (527) {444)
Non-participating shares (11) (7) (31) (22)
Participating shares (89) (76) (254) (216)
(283) {236) (812) (682)
Issue of subordinate voting shares [Note 4) 10 9 25 28
Issue of cornmon shares by subsidiaries 7 8 31 24
Repurchase of common shares by subsidiaries (19) (26) (56) (65)
Issue of preferred shares by subsidiaries 200 300 500 300
Repurchase of preferred shares by a subsidiary (18} - (30) -
Issue of subordinated debentures [Note 2] - - 336 -
Repayment of debentures and other borrowings (250) {150} (400) (186)
Other 41 {2) (5) (31)
(312) (97) (411) {612)
Investment activities
Bond sales and maturities 7,351 5.110 20,683 18,666
Mortgage loan repayments 523 611 1,434 2,178
Sales of shares 492 424 1,165 1,130
Real estate sales 129 6 174 74
Proceeds from securitizations [Note 9] 386 57 1,019 188
Change in loans to policyholders (19) {12) (239) (184)
Change in repurchase agreements 14 {163) 132 227
Acquisition of intangible assets [Note 11] (141) - (141) -
Investment in bonds (7.586) {4,904) (22,091) (19.974)
Investment in mortgage loans {1,268) (659} {3,163) (2644}
Investment in shares (417) (463) (1,192) (1.335})
Investment in real estate (399) (188) (515) (411}
Other (11) 12 (20) (30)
(946) (167) (2.754) (2.115)
Effect of changes in exchange rates on cash and cash equivalents 31 (168) 71 {266)
Increase in cash and cash equivalents 328 631 485 884
Cash and cash equivalents, beginning of period 5.489 4,395 5,332 4,142
Cash and cash equivalents, end of period 5,817 5,026 5,817 5026
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POWER CORPORATION OF CANADA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS [UNAUDITED] SEPTEMBER 30, 2006
ALL TABULAR AMOUNTS ARE iN MILLEONS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.

NOTE 1 SIGNIFICANT ACCOUNTING POLICIES

The interim unaudited consolidated financial statements of Power Corporation of Canada at September 30, 2006 have been prepared in
accordance with generally accepted accounting principles in Canada (GAAP). These interim unaudited consolidated financial statements
should be read in conjunction with the audited consolidated financial statements and notes thereto for the year ended December 31, 2005.
These interim unaudited consolidated financial statements do not include all disclosures required for annual financial statements.

‘The interim unaudited consolidated statements have been prepared using the same accounting policies described in Note 1 of the Corporation’s
consolidated financial statements for the year ended December 31, 2005.

COMPARATIVE FIGURES

Certain of the 2005 amounts presented for comparative purposes have been reclassified to conform with the presentation adopted in the
current year.

NOTE 2 DEBENTURES AND OTHER BOBRROWINGS

SEFTEMBER 38, DECEMBER 31,
2006 2005

Power Financial Corporation
7.65% debentures, repaid January 5, 2006 - 150
6.90% debentures, due March 11,2033 250 250

IGM Financial Inc.

6.75% debentures 2001 Series, due May 9, 2011 450 450
6.58% debentures 2003 Series, due March 7, 2018 150 150
6.65% debentures 1997 Series, due December 13, 2027 125 125
7:45% debentures 2001 Series, due May 9, 2031 150 150
7.00% debentures 2002 Series, due December 31, 2032 175 175
7.11% debentures 2003 Series. due March 7, 2033 150 150

Great-West Lifeco Inc.
Subordinated debentures due September 19, 2011 bearing a fixed rate of 8% until
2006 and. thereafter, at a rate equal to the Canadian 90-day Bankers’
Acceptance rate plus 1%, unsecured, repaid September 19, 2006 - 256
Subordinated debentures due December 11, 2013 bearing a fixed rate of 5.80%
until 2008 and, thereafter, at a rate equal to the Canadian 90-day Bankers’

Acceptance rate plus 1%, unsecured 204 206
6.75% debentures due August 10, 2015, unsecured 200 200
6.14% debentures due March 21, 2018, unsecured 200 200
6.40% subordinated debentures due December 11, 2028, unsecured 101 101
6.74% debentures due November 24, 2031, unsecured 200 200
6.67% debentures due March 21, 2033, unsecured 400 400
6.625% deferrable debentures due November 15, 2034, unsecured [US$175 million] 196 205
7.153% subordinated debentures due May 16, 2046 unsecured [(US$300 million] 336 -
Other notes payable with interest rate of 8.0% 8

Qther
Term loan at prime plus a premium varying between 1.0% and 1.5% or Bankers’
Acceptance plus a premium varying between 2.0% and 2.5% due May 13, 2013 50 50
3,345 3427

During the second quarter of 2006, Great-West Lifeco Inc. (Lifeco) issued $336 million (US$300 million) in Fixed/Adjustable Rate Enhanced
Capital Advantaged Subordinated Debentures through its wholly owned subsidiary, Great-West Life & Annuity Capital, LP IL. The subor-
dinated debentures are due May 16, 2046 and bear an annual interest rate of 7.153% until May 16, 2016. After May 16, 2016, the subordinated
debentures will bear an interest rate of 2.538% plus the 3-month LIBOR rate. The subordinated debentures are redeemable at the principal
amount plus any accrued and unpaid interest after May 16, 2016.
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NOTE 3 CAPITAL TRUST SECURITIES AND DEBENTURES
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SEPTEMBER 30, DECEMBER 31,
2006 2005

Capital trust debentures
5.995% senior debentures due December 31, 2052, unsecured [GWLCT) 350 350
6.679% senior debentures due June 30, 2052, unsecured [CLCT] 300 300
7.529% senior debentures due June 30, 2052, unsecured [CLCT] 150 150
800 800
Acquisition related fair market value adjustment 32 34
Capital trust securities held by consolidated group as temporary investments (185) (186)
647 648

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance Company {Great-West Life), had issued
$350 million of capital trust securities, the proceeds of which were used by GWLCT to purchase Great-West Life senior debentures in the
amount of $350 million. and Canada Life Capital Trust (CLCT), a trust established by The Canada Life Assurance Company (Canada Life),
had issued $450 million of capital trust securities, the proceeds of which were used by CLCT to purchase Canada Life senior debentures in
the amount of $450 million.

NOTE 4 CAPITAL STOCK AND STOCK OPTION PLAN

STATED CAPITAL

SEPTEMBER 30, DECEMBER 31,
2006 2005
Non-participating shares
Cumulative Redeemable First Preferred Shares, 1986 Series
Authorized — Unlimited number of shares
Issued - 899.878 shares a5 45
Series A First Preferred Shares
Autherized and issued — 6,000,000 shares 150 150
Series B First Preferred Shares
Authorized and issued - 8,000,000 shares 200 200
Series C First Preferred Shares
Authorized and issued — 6,000,000 shares 150 150
Series D First Preferred Shares
Authorized and issued — 10,000,000 shares 250 250
795 795
Participating shares
Participating Preferred Shares
Authorized — Unlimited number of shares
Issued — 48,854,772 shares 27 27
Subordinate Voting Shares
Authorized — Unlimited number of shares
Issued — 402,601,144 [2005 — 400,264,694] shares 415 390
442 417
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NOTE 4 CAPITAL STOCK AND STOCK OPTION PLAN [CONTINUED]

STOCK-BASED COMPENSATION

During the second quarter of 2006, 1,342,075 options were granted under the Corporation’s stock option plan (no options were granted in the
first and third quarters of 2006).

During the first quarter of 2005, 1.192.500 options were granted under the Corporation’s stock option plan (no options were granted in the
second and third quarters of 2005).

The fair value of these options was estimated using the Black-Scholes option-pricing medel with the following assumptions:

2006 2005 I
Dividend yield 2.3% 1.9%
Expected volatility 19.0% 24.0%
Risk-free interest rate 4.3% 4.1%
Expected life [years] 7 7
Fair value per option granted [$/option] $7.29 $8.64

Compensation expense relating to stock options granted by the Corporation and its subsidiaries amounted to $9 million in the third quarter
of 2006 ($9 million in 2005) and $25 million for the nine months ended September 30, 2006 ($21 million in 2005).

Options were outstanding at September 30, 2006 to purchase, until May 16, 2016, up to an aggregate of 12.199.835 subordinate voting shares
at various prices from $11.3625 te $33.285 per share. During the three months ended September 30, 2006, 851,435 subordinate voting shares
(808,050 in 2005) were issued under the Corporation’s plan for an aggregate consideration of $10 million (39 million in 2005). During the nine
months ended September 30, 2006, 2,336,450 subordinate voting shares (4,173,125 in 2005) were issued for an aggregate consideration of
$25 million ($28 million in 2005).

NOTE 5 FINANCING CHARGES

Financing charges include interest on debentures and other borrowings, together with distributions and interest on capital trust securities
and debentures, and dividends on preferred shares classified as liabilities.

]
THREE MONTHS ENDED NINE MGNTHS ENDED
SEPTEMBER 30 SEPTEMBER 30
2006 2005 2006 2005
[nterest on debentures and other borrowings 63 57 175 174
Preferred share dividends 18 20 55 56
Interest on capital trust debentures 13 13 37 37

Distributions on capital trust securities held by consolidated

group s temporary investments (4} (4} (9) (9)
90 86 258 258

NOTE 6 OTHER INCOME [CHARGES], NET

THREE MONTHS ENDED NINE MONTHS ENDED

SEPTEMBER 30 SEPTEMEBER 30

2006 2005 2006 2005

Share of Pargesa’s non-operating earnings 356 1 343 11
Restructuring costs — Lifeco - (4) - (22)
Other - - 5 2
356 (3) 348 (9}

The share of Pargesa’s non-operating earnings includes an amount of $356 millien, which represents Power Financial Corporation’s share of
the gain resulting from the disposal by Groupe Bruxelles Lambert of its 25.1% equity interest in Bertelsmann AG.
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NOTE 7 EARNINGS PER SHARE

The following is a reconciliation of the numerators and the denominators of the basic and diluted earnings per participating
share computations:

VAVYNY)D 40 NOILVYOJdHOD 4IMOd

}
l

THREE MONTHS ENGED NINE MONTHS ENDED
SEPTEMBER 30 SEPTEMBER 30
2006 2005 2006 2005
Net earnings 509 242 1,104 768
Dividends on non-participating shares (11) (M) (32) {22)
Net earnings available to participating shareholders 498 235 1,072 746
Weighted number of participating shares outstanding [millions)

— Basic 450.9 448.6 450.3 447.6
Exercise of stock options 9.7 11.9 9.7 119
Shares assumed to be repurchased with proceeds from

exercise of stock options (5.2) (5.7) (5.2) (5.8)
Weighted number of participating shares outstanding [millions]

— Diluted 455.4 454.8 454.8 453.7

NOTE 8 PENSION PLANS AND OTHER POST-RETIREMENT BENEFITS

‘The total benefit costs included in operating expenses are as follows:

THREE MONTHS ENDED NINE MONTHS ENDED

SEPTEMBER 30 SEFTEMBER 30

2008 2005 2006 z005

Pension plans 21 23 68 63

| Other post-retirement benefits 6 13 22 39
27 36 90 102

NOTE 9 SECURITIZATIONS

During the third quarter of 2006, IGM Financial Inc. (IGM) securitized $390 million {2005 — $57 million) of residential mortgages
through sales to commercial paper conduits that in turn issued securities to investors and received net cash proceeds of $386 million
(2005 — $57 million). IGM's retained interest in the securitized loans was valued at $10 million (2005 — $2 million). A pre-tax gain on sale of
$4 million (2005 — gain of §1 million) was recognized and reported in Net investment income in the Consolidated Statements of Earnings.

During the nine months ended September 30, 2006, IGM securitized $1,026 million (2005 — $189 million) of residential mortgages
through sales to commercial paper conduits that in turn issued securities to investors and received net cash proceeds of $1,019 million
{2005 — $188 million). IGM's retained interest in the securitized loans was valued at $17 million (2005 — $6 million). A pre-tax gain on sale of
$1 million (2005 — gain of $4 million) was recognized and reported in Net investment income in the Consolidated Statements of Earnings.
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NOTE 10

INFORMATION ON PROFIT MEASURE

SEGMENTED INFORMATION

THREE MONTHS ENDED SEPTEMBER 30, 2006 LIFECO 1GM PARJOINTCO OTHER TOTAL
Revenues
Premium income 4,332 - - - 4,332
Net investment income 1,577 55 - - 1,632
Fees and media income 658 588 - 82 1,328
6,567 643 - 82 7,292
Expenses
Insurance claims 4,871 - - - 4,871
Commissions 325 206 - (8) 523
QOperating expenses 604 134 - 124 862
Financing charges 54 22 - 14 90
5,854 362 - 130 6,346
713 281 - (48) 946
Share of earnings of affiliates - - 12 (3) 9
Other income [charges], net - - 356 - 356
Earnings before the following: 713 281 368 (51) 1,311
Income taxes 186 89 - (1) 274
Non-controlling interests 303 121 124 (20) 528
Contribution to consolidated net earnings 224 71 244 (30) 509
INFORMATICN ON PROFIT MEASURE
THREE MONTHS ENDED SEPTEMBER 30, 2005 LIFECO IGM PARIOINTCO OTHER TOTAL
Revenues
Premium income 3.186 - - - 3,186
Net investment income 1.396 39 - (8) 1,427
Fees and media income 606 548 - 76 1,230
5.188 587 - 68 5,843
Expenses
Insurance claims 3.650 - - - 3,650
Commissions 294 184 - (13) 465
Operating expenses 598 135 - 122 855
Financing charges 49 23 - 14 86
4,591 342 - 123 5056
597 245 - (55) 787
Share of earnings of affiliates - - 19 (4) 15
Other income [charges). net (4) - 1 - (3)
Earnings before the following; 593 245 20 {59} 79%
income taxes 140 69 - {1} 208
Non-controlling interests 257 112 6 (26) 349
Contribution to consolidated net earnings 196 64 14 (32) 242

POWER CORPORATION OF CANADA — THIRD QUARTER REPORT 2006

A

20




NOTE 10

SEGMENTED INFORMATION (coONTINUED]

INFORMATION ON PROFIT MEASURE

NINE MONTHS ENDED SEPTEMBER 30, 2006 LIFECO IGM PARIQINTCO OTHER TOTAL
Revenues
Premium income 12,471 - - - 12,471
Net investment income 4,416 162 - i8 4,596
Fees and media income 1,982 1,764 - 264 4,010
18,869 1,926 - 282 21,077
Expenses
Insurance claims 13,831 - - - 13,331
Commissions 999 614 - (21) 1,592
Operating expenses 1,842 425 - 377 2,644
Financing charges 152 &6 - 40 258
16,824 1,105 - 396 18,325
2,045 821 - (114) 2,752
Share of earnings of affiliates - - 94 (10) 84
Other income [charges). net - - 343 5 348
Earnings before the following: 2,045 821 437 (119) 3184
Income taxes 491 242 - (5) 728
Non-controlling interests 907 365 147 (67) 1,352
Contribution to consolidated net earnings 647 214 290 (47) 1,104
INFORMATION ON PROFIT MEASURE
NINE MONTHS ENDED SEPTEMBER 30, 2005 LIFECO IGM PARIJOINTCO OTHER TOTAL
Revenues
Premium jncome 11,530 - - - 11,530
Net investment income 4,015 136 - (14) 4,137
Fees and media income 1.808 1.603 - 260 3,671
17.353 1739 - 246 19338 |
Expenses
Insurance claims 12,547 - - - 12,547
Comrmissions 954 537 - (24} 1,467
Operating expenses 1.849 414 - 368 2,631
Financing charges 146 68 - 44 258
15,496 1.019 - 388 16,903
1,857 720 - (142) 2433
Share of earnings of affiliates - - 82 (9 73
Other income [charges], net (22) - 11 2 (9)
Earnings before the following: 1.835 720 93 (149) 2,499
Income taxes 441 214 - 3 658
Non-controlling interests 792 320 31 (70) 1,073
Contribution to consolidated net earnings 602 186 62 (82) 768
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NOTE 11 ACQUISITIONS

in the third quarter of 2006, Mackenzie Financial Corporation (Mackenzie), a subsidiary of IGM, acquired the assets of Cundiil
investment Research Ltd. and related entities {Cundill group) for cash consideration, including transaction and other related costs. There is
contingent consideration due if certain future revenue and assets under management targets are met. The preliminary purchase price has
been allocated to intangible assets and will be completed as soon as Mackenzie has gathered all the significant information considered
necessary in order to finalize this allocation.

During the second quarter of 2006, Canada Life, through its wholly owned United Kingdom subsidiary, Canada Life Limited, reached
an agreement to acquire the non-participating payout annuity business of The Equitable Life Assurance Society in the United Kingdom.
Under the terms of the agreement, Canada Life Limited assumed this business on an indemnity reinsurance basis with an effective date
of January L, 2006. Arrangements are being made to transfer the policies to Lifeco and the transfer is expected to be completed in the first
quarter of 2007 subject to regulatory and court approval. The transaction resulted in an increase in funds held by ceding insurers and a
corresponding increase in policyholder liabilities of $9.5 billion (£4.6 billion) on the Consclidated Balance Sheet at September 30, 2006.

During the second quarter of 2006, Great-West Life & Annuity Insurance Company (GWL&A) entered into a reinsurance agreement to
acquire several parts of the full service-bundled, small and midsize 401{k), as well as some defined benefit plan business, of Metropolitan
Life Insurance Company and its affiliates. The acquisition also includes the associated dedicated distribution group, including whole-
salers, relationship managers and sales associates. The transaction closed on October 2, 2006, and is expected to increase assets and
policyholder liabilities by approximately $1.6 billion (US$1.4 billion) on the Consolidated Balance Sheet. In addition, Lifeco will receive fee
income by providing administrative services and record-keeping functions on approximately $7.1 billion (US$6.3 billion} of participant
account values.

In anticipation of a large receipt of cash in early October associated with the above transaction, Lifeco purchased approximately
$1.6 billion (US$1.4 billion) of U.S. government securities at close of business on September 29, 2006 in order to fix the interest rate earned.
These purchases coincided with the pricing of the reinsurance transaction which settled on October 2, 2006. The securities purchases
settled in early October. The transaction resulted in an increase in invested assets and a corresponding increase in other liabilities of
approximately $1.6 billion (US$1.4 billion) at September 30, 2006.

On April 24, 2006, Crown Life Insurance Company (Crown Life) served notice, pursuant to the terms of the 1999 acquisition of the majarity
of the insurance operations of Crown Life by Canada Life. commencing a process under which Canada Life may be required to acquire
the common shares of Crown Life. This transaction is not expected to have a material impact on the financtal position of the Corporation.

NOTE 12 REINSURANCE TRANSACTION

During the third quarter of 2006, GWL&A recaptured a reinsurance agreement on certain blocks of group annuity business. The recaptured
premiums of $562 million associated with the transaction have been recorded in the Consolidated Statements of Earnings as an increase in
premium income with a corresponding increase to the change in actuarial liabilities. For the Consolidated Balance Sheet, this transaction
resulted in a reduction of $557 million to funds held under reinsurance contracts with a corresponding increase in policyhelder liabilities.
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POWER FINANCIAL CORPORATION
PART B

MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATING RESULTS

Page B2

FINANCIAL STATEMENTS AND NOTES

Page B13

SEPTEMBER 30, 2006

The attached documents concerning Power Financial Corporation are documents prepared and publicly disdiosed
by such subsidiary. Certain statements in the attached documents, other than statements of historicat fact, are
forward-looking statements based on certain assumptions and the current expectations of the subsidiary as set
forth therein. The reader is cautioned to consider these statements carefully and not to put undue reliance on
forward-looking statements. For further information provided by the subsidiary as to the material factors that
could cause actual results to differ materially from a conclusion, forecast or projection in the forward-tooking
information and the material factors and assumptions that were applied in drawing a condlusion or making a
forecast or projection set out in the forward-looking information, please see the attached documents, including
the section entitled Forward-Looking Statements.,

POWER CORPORATION OF CANADA — THERD QUARTER REPORT 2006

B 1

NOILVHOdYO) TVIDINVYNIL HIMOd




]

POWER FINANCIAL CORPORATION

POWER FINANCIAL CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATING RESULTS

ALL TABULAR AMOUNTS ARE IN MILLICNS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.

The following is a discussion and analysis of the interim consolidated financial position and results of operations of Power Financial Corporation
(Power Financial or the Corporation) for the three-month and nine-month periods ended September 30, 2006 (the Interim MD&A). This docu-
ment should be read in conjunction with the unaudited interim consolidated financial statements of Power Financial and notes thereto for
the three-month and nine-month periods ended September 30, 2006, management’s discussion and analysis of operating resuits for the year
ended December 31. 2005 {the 2005 MD&A), and the consolidated financiai statements and notes thereto for the year ended December 31, 2005.
Additicnal information relating to Power Financial. including the Annual Information Form, may be found on SEDAR at www.sedar.com.
FORWARD-LOOKING STATEMENTS » Certain statements, other than statements of historical fact, are forward-looking statements based on certain assumptions and
reflect the Corporation’s or its subsidiaries’ and affiliate’s current expectations. These statements may include. without lirnitation, statements regarding the operations,
business, financial cendition, prieritics. ongoing objectives, strategies and outlook of Power Financial, its subsidiaries or affiliate for the current fiscal year and subsequent
periods, Forward-looking statements include statements that are predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects’,
“anticipates’, "plans”, “believes”, "estimates”, “intends™. "targets”, “projects’, "forecasts” or negative versions thereof and other similar expressions, or future or conditional verbs
such as “may”. "will”, “should”, “would” and “could”,

This information is based upon certain material factors or assumptions that were applied in drawing a conctusion or making a forecast or prejection as reflected in the
forward-looking statements, including the perception of historical trends. current conditions and expected future developments, as well as other factors that are believed
to be appropriate in the circumstances.

Actual results could differ materially from those projected and should not be relied upon as a prediction of future events. By its nature, this information is subject to inherent
risks and uncertainties that may be general or specific. A variety of material factors, many of which are bevond the Corporation’s, its subsidiaries’ or affiliate’s control,
affect the operations, performance and results of the Corporation, its subsidiaries and affiliate, and their businesses, and could cause actual results to differ materialty from
current expectations of estimated or anticipated events or results, These factors include, but are not limited to: the impact or unanticipated impact of general economic,
political and market factors in North America and internationally. interest and foreign exchange rates, global equity and capital markets, management of market liquidity
and funding risks. changes in accounting policies and methods used to report financial condition, including uncertainties associated with critical accounting assumptions
and estimates. the effect of applying future accounting changes, business competition, technological change, changes in government regulation and legislation, changes in
tax laws, unexpected judicial or regulatory proceedings, catastrophic events, the Corporation’s or its subsidiaries’ or affiliate’s ability to complete strategic transactions and
integrate acquisitions and the Corporation’s, its subsidiaries’ or atfiliate’s success in anticipating and managing the foregoing risks.

The reader is cautioned that the foregoing list of factors is not exhaustive of the factors that may affect any of the Corporation’s or its subsidiaries’ and affiliate’s forward-looking
statements. The reader is also cautioned to consider these and other factors carefully and not to put undue reliance on forward-tooking statements,

Other than as specifically required by law. the Corporation undertakes no obligation to update any forward-looking statement to reflect events or circumstances after the
date on which such statement is made, or 1o reflect the occurrence of unanticipated events, whether as a result of new informaticon, future events or results, or otherwise.

Additional information about the risks and uncertainties of the Corporation’s business is provided in its disclosure materials, including its most recent Annual Information
Form. filed with the securities regulatory authorities in Canada, available at www.sedar.com.

OVERVIEW

Power Financial is a holding company with substantial interests in the financial services industry through its controlling interests in Great-
West Lifeco Inc, (Lifeco) and IGM Financial Inc. (IGM). Power Financial also holds an interest in Pargesa Holding S.A. (Pargesa), together
with the Frére group of Belgium.

Parts € and D of this interim MD&A concerning Lifeco and IGM consist of their respective interim MD&A and financial statements,
as prepared and disclosed by these companies. This information is also available either directly from SEDAR (www.sedar.com) or from the
Web site of Lifeco (www.greatwestlifeco.com) or IGM (www.igmfinancial.com), respectively.

The information contained in part E, which relates to Pargesa, is based on information provided in Pargesa's public disclosure through
the press release issued by Pargesa on November 8, including unaudited results for the nine-month period ended September 30, 2006.
For more information about Pargesa, readers can access Pargesa's Web site (www.pargesa.ch).

As in previous years, Pargesa released its six-month results during the month of September. Parjointco N.V. {Parjointco) holds the Corporation’s
interest in Pargesa. The contribution from Parjointco reflected in the interim unaudited consolidated financial statements of Power Financial
for the periods ended June 30, 2006 was therefore established by Power Financial on the basis of estimated figures. In accordance with
the practice in prior years, the impact of the difference between these estimated figures and the six-month results has been recorded by
Power Financial in the third quarter. The impact on Power Financial's third quarter operating earnings is a negative $2 million or $0.00 per
share, while there was no impact on non-operating earnings in 2006. In 2005, the impact on operating earnings was a positive $3 million or
$0.00 per share. while the impact on non-operating earnings was a negative $1 million, or $0.00 per share.
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LIFECO

Lifeco has operations in Canada, the United States and Europe through its subsidiaries The Great-West Life Assurance Company (Great-West
Life), London Life Insurance Company (London Life), The Canada Life Assurance Company (Canada Life), and Great-West Life & Annuity
Insurance Company (GWL&A).

In Canada, Great-West Life and its operating subsidiaries, London Life and Canada Life, offer a broad portfclio of financial and benefit plan
solutions for individuals, families, businesses and organizations, through a network of Freedom 55 Financial and Great-West Life financial
security advisers, and through a multi-channel network of brokers, advisers and financial institutions.

In the United States, GWL&A is a leader in providing self-funded employee health plans for businesses and in meeting the retirement income
needs of employees in the public/non-profit and corporate sectors. It serves its customers nationwide through a range of health care and
financial products and services marketed through brokers, consultants and group representatives, and through partnerships with other
financial institutions.

In Europe, Canada Life is broadly organized along geographically defined market segments and offers protection and wealth management
products and reinsurance. The Europe segment is composed of two distinct primary business units: Insurance & Annuities, which consists
of operations in the United Kingdom, Isle of Man, Republic of Ireland and Germany; and Reinsurance, which operates primarily in the
United States, Barbados and Ireland. Reinsurance products are provided through Canada Life, London Reinsurance Group Inc. (LRG), and
their subsidiaries.

At the end of September 2006, Power Financial and IGM held 70.6% and 4.2%, respectively, of Lifeco’s common shares, representing
approximately 65% of the voting rights attached to ali outstanding Lifeco voting shares.

IGM

IGM is one of Canada’s premier personal financiaf services companies and Canada's largest manager and distributor of mutual funds and
other managed asset products. Its activities are carried out principally through its operating subsidiaries, Investors Group Inc. (Investors
Group), Mackenzie Financial Corporation (Mackenzie), and Investment Planning Counsel Inc. (Investment Planning Counsel), which offer
their own distinctive products and services through separate advice channels.

Investors Group. through a network of over 3.800 consultants nationwide (at September 30, 2006). offers comprehensive financial planning
advice and services to its clients, including investment, retirement, estate and tax planning. Investors Group offers investment management,
securities, insurance, banking and mortgage products and services to its clients through integrated financial planning.

Mackenzie is a leading investment management firm that was founded in 1967. Mackenzie provides investment advisory and related services.
Mackenzie also provides management services to institutional accounts and provides trust and administrative services.

Investment Planning Counsel is an integrated financial services company focused on providing Canadians with high-quality financial
products, services and advice, while helping them achieve their financial objectives. Investment Planning Counsel is the fifth largest financial
planning firm in Canada.

At the end of September 2006, Power Financial and Great-West Life held 55.9% and 3.5%, respectively, of [GM's common shares.

PARGESA

Power Financial Europe BV, a whelly owned subsidiary of Power Financial, and the Frére group each hold a 50% interest in Parjointeo, which
at the end of September 2006 held a 54.1% equity interest in Pargesa. representing 61.4% of the voting rights of that company. As previousty
disclosed. on March 30. 2006. Pargesa announced the issue and placement of SF600 million debentures convertible into new Pargesa bearer
shares, through a public offering in Switzerland and an international private placement to institutional investors. Pargesa stated at the time
that it intended to use the proceeds of the offering to subscribe for its 50% share of the €709 million capital increase previously announced by
Groupe Bruxelles Lambert (GBL). Concurrently with this offering, Pargesa also issued SF60 million debentures convertible into new registered
shares, which was fully subscribed by existing registered shareholders of Pargesa, including Parjointco.

The Pargesa group has substantial holdings in major companies based in Europe. These investments are held by Pargesa directly or through
its affiliated Belgian holding company, GBL. As of September 30, 2006, its portfolio was composed of interests in various sectors, including oil,
gasand chemicals through Total $.A. (Total); energy, water and waste services through Suez; specialty minerals through Imerys; and cement
and building materials through Lafarge. in which GBL made its first investments during the second part of 2005.

Readers are reminded that, as previously disclosed, GBL sold to Bertelsmann its 25.1% equity interest in that company for cash consideration
of €4.5 biilion, generating a gain of approximately €24 billion for GBL. The transaction clased on July 4, 2006. The impact of this gain on Power
Financial's non-operating earnings in the third quarter of 2006 was $356 million.
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OUTSTANDING NUMBER OF COMMON SHARES

As of the date of this report, there were 704,813,680 common shares of the Corporation outstanding, unchanged from December 31, 2005.

BASIS OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES

The Consolidated Financial Statements of the Corporation have been prepared in accordance with generally accepted accounting principles
in Canada (Canadian GAAP) and are presented in Canadian dollars.

INCLUSION OF PARGESA'S RESULTS

The investment in Pargesa is accounted for by Power Financial under the equity method. As described above, the Pargesa portfolio consists
primarily of investments in Imerys, Total, Suez and Lafarge, which are held by Pargesa directly or through GBL. In the statement of earnings
of GBL. the contribution from Total, Suez and Lafarge consists of the dividends received from these companies (Lufarge did not contribute
to earnings in 2005 as the investments were made by GBL after Lafarge paid its annual dividend). As a consequence of the sale by GBL of
its 25.1% equity interest in Bertelsmann in early July 2006, Bertelsmann ceased to contribute to Pargesa’s earnings after the end of June 2006.
As already disclosed, Pargesa. which previously prepared its financial statements in accordance with Swiss generally accepted accounting
principles. adopted 1IFRS at the end of 2005, and accordingly restated its 2005 interim financial results. As a result of adopting IFRS, Pargesa
no longer amortizes goodwill in the preparation of its financial statements.

The contribution to Power Financial's earnings is based on the economic (flow-through) presentation of results used by Pargesa. Pursuant
to this presentation, “operating income” and “non-operating income” are presented separately by Pargesa. Power Financial's share of non-
operating income of Pargesa, after adjustments or reclassifications if necessary, is included as part of “Other income” in the Corporation’s
financial statements.

RESULTS OF POWER FINANCIAL CORPORATION

This section is an overview of the results of Power Financial. In this section, consistent with past practice, the contributions from Lifeco
and IGM. which represent most of the earnings of Power Financial, are accounted for using the equity method in order to facilitate the
discussion and analysis. This presentation has no impact on Power Financial's net earnings and is intended to assist readers in their analysis
of the results of the Corporation.

NON-GAAP FINANCIAL MEASURES

In analysing the financial results of the Corporation and consistent with the presentation in previous years, net earnings are subdivided in
this section into the following components:

’ operating earnings; and

» other items, which includes, but is not limited to, the impact on the Corporation’s net earnings of “Other income™ as presented in the

Corporation’s Consolidated Statements of Earnings (net of taxes and non-controlling interests, if any).

Management has used these performance measures for many years in its presentation and analysis of the financial performance of Power
Financial, and believes that they provide additional meaningful information to readers in their analysis of the results of the Corporation,
“Operating earnings” excludes the after-tax impact of any item that management considers to be of a non-recurring nature or that
could make the period-over-period comparison of results from operations less meaningful. and also excludes the Corporation’s share

of any such item presented in a comparable manner by Lifeco or IGM. Operating earnings and operating earnings per share are non-
GAAP financial measures that do not have a standard meaning and may not be comparable to similar measures used by other entities.
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The following table shows a reconciliation of the non-GAAP financial measures discussed above with the financial statements of

Power Financial.

NINE MONTHS ENDED SEPTEMBER 30 2006 2005
OTHER AS PER OTHER AS PER
QOPERATING ITEMS, FINANCIAL OPERATING ITEMS, FINANCIAL
EARNINGS NET STATEMENTS EARNINGS NET STATEMENTS
Earnings before share of earnings of
affiliate, other income, income taxes
and non-controlling interests 2,724 2,724 2,469 (33) 2,436
Share of earnings of affiliate 94 94 82 82
Earnings before other income, income taxes
and non-controlling interests 2,818 2,818 2.551 (33) 2,518
Other income [charges] 343 343 (11) {11)
Earnings before income taxes and
non-controtling interests 2,318 343 3,161 2.551 {44) 2,507
Income taxes 741 (14) 727 657 (8) 649
Non-controlling interests 747 6 753 650 (12) 638
Net earnings 1,330 351 1,681 1.244 (24) 1.220
Per share 1.81 0.50 2.31 171 {0.03) 1.68
THREE MONTHS ENDED SEPTEMBER 30 2006 2005
OTHER AS PER OTHER AS PER
OPERATING ITEMS, FINANCIAL QPERATING ITEMS, FENANCIAL
EARNINGS NET STATEMENTS EARNINGS NET STATEMENTS
Earnings before share of earnings of
affiliate, other income, income taxes
and non-controlling interests 949 949 823 (33) 790
Share of earnings of affiliate 12 12 19 19
Earnings before other income, income taxes
and non-controlling interests 961 961 842 (33) 809
Other income [charges) 356 356 (3) (3)
Earnings before income taxes and
non-controlling interests 961 356 1,317 842 (36) 806
Income taxes 274 274 209 (3) 206
Non-controlling interests 248 248 219 (9) 214
Net earnings 439 356 795 414 (24} 390
Per share 0.60 0.50 1.10 0.57 {0.03) 0.54

REVIEW OF FINANCIAL PERFORMANCE

EARNINGS SUMMARY w CONDENSED SUPPLEMENTARY STATEMENTS OF EARNINGS

NINE MONTHS ENDED SEPTEMBER 30

THREE MONTHS ENDED SEPTEMBER 30

2006 2005 2006 2005
PER PER PER PER
TOTALP SHARE TOTALM SHARE TOTALN SHARE TOTALIY SHARE
Contribution from subsidiaries
and affiliate to operating earnings 1,383 1,304 456 436
Results from corporate activities (42) (49) (13) (18)
Sub-total 1,341 1,255 443 418
Dividends on preferred shares, Series Cand ) (11) (11) 4) (4)
Operating earnings® 1,330 1.81 1.244 1.71 439 0.60 414 0.57
Other items 351 0.50 (2) - 356 0.50 (2) -
Share of specific charge recorded by Lifeco (22) {0.03) (22} (0.03)
Net earnings 1,681 2.31 1,220 1.68 795 1.10 390 0.54

{2] Cperating earnings per share are calculated after deducting dividends on perpetual preferred shares (see above) from operating earnings.

[1] Before dividends on perpetual preferred shares issued by the Corporation, which amounted to $19 million and $12 million in the third quarters of 2006 and 2005,
respectively, and 10 351 million and $38 million in the nine-month periods of 2006 and 2005, respectively.
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OPERATING EARNINGS

Operating earnings for the nine-month period ended September 30, 2006 were $1,330 million. or $1.81 per share, compared with $1,244 mitlion
or $1.71 per share in the corresponding period of 2005. This represents a 6.1% increase on a per share basis.

For the three-month period ended September 30, 2006, operating earnings were $439 million, or $0.60 per share, compared with $414 million
or $0.57 per share in the same period in 2005, which represents an increase of 4.8% on a per share basis.

SHARE OF OPERATING EARNINGS FROM SUBSIOIARIES AND AFFILIATE

Power Financial’s share of operating earnings from its subsidiaries and affiliate increased by 6.0% in the nine-month period ended
September 30, 2006, compared with the same period in 2005, from $1,304 million to $1,383 million. For the third quarter in 2006, compared
with the corresponding period in 2005, the increase was 4.6% (from $436 million in 2005 to $456 million in 2006).

)

Lifeco’s contribution to Power Financial’s operating earnings was $974 million for the nine-month period in 2006, compared with
$939 million for the corresponding period in 2005. For the third quarter, the contribution from Lifeco to operating earnings was
$336 million in 2006, compared with $320 million in 2005,

Lifeco reported net earnings attributable to common shareholders of $1,384 million or $1.554 per share for the nine-month period in 2006,
compared with earnings, before adjustments described below, of $1,333 million or $1.496 per share in the corresponding period in 2005.
This represents an increase of 4% on a per share basis. For the third quarter, Lifeco reported net earnings of $477 million or $0.537 per
share in 2006, compared with earnings. before adjustments. of $455 million or $0.510 per share in 2005, an increase of 5% on a per share
basis.

Lifeco’s earnings before adjustments in 2005 excluded (i) the after-tax impact of restructuring costs related to the acquisition of
Canada Life, which amounted to $17 million after tax or $0.019 per share in the nine-month period, and $4 million or $0.004 per share in
the third quarter, as well as (ii} in the third quarter of 2005, a charge of $30 million after tax or $0.034 per share, related to provisions for
expected losses arising from hurricane damage. Power Financial's share of these items was not recorded in operating earnings. Including
the impact of restructuring costs and provisions for expected losses noted above, Lifeco’s net earnings attributable to common shareholders
were $1,286 million or $1.443 per share in the nine-month period ended September 30, 2005, and $421 million or $0.472 per share in the
third quarter of 2005, On a per share basis, this represents increases of 8% and 14%, respectively, for the nine-menth and three-month
periods ended September 30, 2006, comnpared with the same periods in 2005.

The contribution from IGM to Power Financial's operating earnings was $315 million for the nine-month period in 2006, compared with
$283 million for the same period in 2005. For the three-month periods ended September 30, the contribution from IGM to operating
earnings was $108 million in 2006, compared with $98 miltion in 2005.

IGM reported earnings attributable to commeon shareholders, excluding the item mentioned below, of $563 million or $2.11 per share on
a diluted basis for the nine-month period in 2006, compared with $505 million or $1.90 per share in the same period in 2005, an increase
of 11.1% on a per share basis.

The figures above exclude, in 2006, a $13.7 million ($0.05 per share} non-cash income tax benefit recorded by IGM in the second quarter,
as described in maore detail in Part D of this report related to IGM. Including this item, net earnings to common shareholders were
$577 million or $2.16 per share in the nine-month period ended September 30, 2006. Power Financial's share of this item is not included
in the contribution from IGM to the Corporation’s operating earnings.

For the third quarter, IGM reported earnings attributable to common shareholders of $191 million or $0.72 per share in 2006, compared
with $177 million ar $0.66 per share in 2005, for an increase of 9.i% on a per share basis.

The contribution from the European affiliate to Power Financial's operating earnings was $94 million in the nine-month period ended
September 30, 2006, compared with $82 million in the corresponding period in 2005. Readers are reminded that, as a consequence of the
sale by GBL of its interest in Bertelsmann, the results of Pargesa starting in the third quarter of 2006 no longer inctude a contribution from
this company. Pargesa's operating results for the nine-month period in 2006 compared with 2005 reflect. in particular, higher dividends
received, as well as improved results from corporate activities.

For the three-month periods ended September 30, the contribution was $12 million in 2006 (including the $2 million negative adjustment
resulting from the release by Pargesa of its actual six-month results), compared with $19 million in 2005 (which included, as mentioned
above, a positive $3 million adjustment).

The contribution from Parjointco in 2006 continued to be affected by the strengthening of the Canadian dollar.

More discussion as to the results of Lifeco, IGM and Pargesa can be found in the respective sections of this report related to these

companies.
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RESULTS FROM CORPORATE ACTIVITIES

Results from corporate activities, before dividends on preferred shares Series C and ], were net charges of $42 million and $49 million in the
nine-month periods of 2006 and 2005, respectively. For the third quarter, corporate results were a net charge of $13 million in 2006, compared
with a net charge of $18 millicn in the third quarter of 2005. The variance reflects, in particular, higher income from investments in 2006
compared with 2005, resulting primarily from an increase in both average cash balances and returns, and lower interest expense, resulting
primarily from the redemption of the $150 million debentures early in January 2006,

Dividends on preferred shares, Series C and ], which are classified as financing charges, amounted to $11 million and $4 million in the nine-
month and three-month periods, respectively, of both 2006 and 2005.

OTHER ITEMS

For the nine-month period ended September 30, 2006, other items not included in operating earnings were a net profit of $351 million or
$0.50 per share, consisting of Power Financial's share of non-operating earnings of Pargesa, as well as its share of the tax benefit recorded by
IGM in the second quarter. Power Financial's share of non-operating earnings of the European affiliate was $343 million for the nine-month
period, including primarily an amount of $356 million or $0.50 per share representing the irnpact of the gain recorded in connection with the
sale by GBL of its interest in Bertelsmann.

Other income for the quarter ended September 30. 2006 was $356 million or $0.50 per share, again reflecting primarily the impact of the gain
recorded in connection with the sale of GBLs interest in Bertelsmann.

In 2005, other items were a charge of $2 million in both the nine-month and three-month periods. and included Power Financial's share of
restructuring costs recorded by Lifeco. as well as its share of Pargesa’s estimated non-operating earnings.

SHARE OF SPECIFIC CHARGE RECORDED BY LIFECO

In 2005, Power Financial recorded a specific charge of $22 million or $0.03 per share representing the Corporation’s share of the $30 million
after-tax charge recorded by Lifeco in the third quarter of 2005 related to provisions for expected losses arising from hurricane damage.

NET EARNINGS

Net earnings for the nine-month period ended September 30. 2006 were $1,681 miilion or $2.31 per share, compared with $1,220 million or
$1.68 per share in the corresponding period in 2005. For the third quarter ended September 30, net earnings were $795 million or §1.10 per
share in 2006, compared with $390 million or $0.54 per share in 2005,
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FINANCIAL POSITION, LIQUIDITY AND CAPITAL RESOURCES

CONDENSED SUPPLEMENTARY BALANCE SHEET
SEPTEMBER 30, DECEMBER 31, SEPTEMBER 30, CECEMBER 31,
2006 2005 2006 2005
CONSCLIDATED BASIS EQUITY BASISI
Assets
Cash and cash equivalents 5.054 4.642 723 613
Investments at equity 1,932 1,501 10,848 9,807
Other investments 91,149 86.836
Other assets 27.382 17.917 77 73
Total 125,517 110,856 11,648 10,493
Liabilities
Policy liabilities
Actuarial liabilities 82,556 71,263
Other 4,209 3.787
Other liabilities 15,523 14,483 407 395
Preferred shares of the Corporation 300 300 300 300
Preferred shares of subsidiaries 1,329 1.356
Capital trust securities and debentures 647 648
Debentures and othet borrowings 3.295 3.377 250 400
107,859 95.214 957 1,095
Non-contrelling interests 6,967 6,284
Shareholders’ equity
Perpetual preferred shares 1,400 1,200 1,400 1.200
Common shareholdets’ equity 9,291 8,198 9,291 8,198
Total 125,517 110,896 11,648 10,493
Consolidated assets and assets under administration 306,485 280,170
[1] Condensed supplermnentary balance sheet of the Corporation with Lifeco and IGM accounted for using the equity method.

CONSOLIDATED BASIS

The consolidated balance sheets include Lifeco’s and IGM's assets and liabilities. Please refer to Parts C and D of this Interim MD&A related
to these subsidiaries, which respectively include a presentation of their balance sheets.

Total assets increased to $125,517 million at September 30, 2006, compared with $110,896 million at December 31, 2005, The increase in assets
is mainly attributable to Lifeco and results primarily from an increase in funds held by ceding insurers of approximately $9.5 billion as a result
of the agreement to acquire the non-participating payout annuity business of The Equitable Life Assurance Society in the United Kingdom.
Preferred shares of the Corporation included in liabilities represent the two series of soft-retractable preferred shares (Series C and J), while
preferred shares of subsidiaries represent soft-retractable preferred shares issued by Lifeco and IGM. Perpetual preferred shares issued by
subsidiaries, totalling of $1,254 million at September 30, 2006, are classified under Non-controlling interests.

Assets under administration include segregated funds of Lifeco and IGM's mutual fund assets, at market values. The market value of Lifeco’s
segregated funds was $81 billion at the end of September 2006, compared with $75 billion at the end of 2005. IGM’s mutual fund assets at
market value, including those of Mackenzie and Investment Planning Counsel, were $99 billion at September 30, 2006, compared with
%94 billion at the end of 2005.

EQUITY BASIS

Under the equity basis presentation. Lifeco and IGM are accounted for using the equity method. This presentation has no impact on Power
Financial's shareholders’ equity. but is intended to assist readers in isolating the contribution of Power Financial, as the parent company,
to consolidated assets and liabilities.

Cash and cash equivalents held by Power Financial amounted to $723 million at the end of September 2006, compared with $613 million
at the end of 2005. In 2006, Power Financial repaid the $150 million principal amount of its 7.65% debentures, which matured on January 5,
2006, and issued in the third quarter perpetual preferred shares, Series L, for gross proceeds of $200 million. In managing its own cash and
cash equivalents, Power Financial may hold cash balances or invest in short-term paper or equivalents, as well as deposits, denominated in
foreign currencies and thus be exposed to fluctuations in exchange rates. In order to protect against such fluctuations, Power Financial from
time to time enters into currency-hedging transactions with highly rated financial institutions.

At September 30, 2006, 99% of the $723 million of cash and cash equivalents were denominated in Canadian dollars.
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Investments at equity, which represent the carrying value of Power Financial's investments in Lifeco, IGM and Parjointco, increased by

$1,041 million to $10,848 million at the end of September 2006, compared with $9.807 million at the end of 2005. This increase is mainly

due to:

> Power Financial’s share of net earnings from its subsidiaries and affiliate, net of dividends received, for a net amount of $1,088 million;
and

> anet $27 million negative variation in foreign currency translation adjustments, related principally to the Corporation’s indirect investment
in Lifecos foreign operations and in Pargesa. The net negative variance reflects primarily the increase of the Canadian dollar versus the
U.S. dollar at September 30, 2006 compared with December 31, 2005.

Debentures issued by the Corporation amounted to $250 million at September 30, 2006, unchanged from June 30, 2006, consisting of the 6.90%

debentures due March 11, 2033. At December 31, 2005. the amount of debentures outstanding was $400 million and included the $150 million

7.65% debentures that were repaid on January 5, 2006.

CASH FLOWS

CONSOLIDATED CASH FLOWS

NINE MONTHS ENDED SEPTEMBER 30 THREE MONTHS ENDED SEPTEMBER 30

2006 2005 2006 2005

Cash flow from operating activities 3,517 3,852 1.529 1,021
Cash flow from financing activities (486} (665) (333) (131}
Cash flow from investing activities {2,690) (2.004) (937) (154)
Effect of changes in exchange rates on cash and cash equivalents 71 (266) 31 (168)

Increase in cash and cash equivaients 412 917 290 568

Cash and cash equivalents, beginning of year 4,642 3.623 4,764 3,972

Cash and cash equivalents, end of year 5.054 4.540 5,054 4.540

Om a consolidated basis, cash and cash equivalents increased by $412 million in the nine-month period ended September 30, 2006, compared

with an increase of $917 million in the corresponding pericd in 2005.

Operating activities produced a net inflow of $3.5!7 million in the nine-month period in 2006, compared with a net inflow of $3,852 million

in the corresponding period in 2005.

> For the nine-menth peried in 2006, Lifeco’s cash flow from operations was $3,095 million compared with $3,440 million in 2005.
The decrease in cash flow from eperations is mainly due to changes in Funds Held Under Reinsurance Contracts and the reduction and
payment of other liabilities. For the three-month period ended September 30, 2006, cash flow from operations increased compared with the
same period in 2005, due mainly to higher premium income and investment income. partially offset by higher payments to policyholders.
In the nine-month period in 2006, cash was used to acquire additional invested assets of $2,515 million supporting policy liabilities.

»  Operating activities of IGM, before payment of commissions, generated $728 million in the nine-month period ended September 30, 2006,
as compared to $722 millien in the same period in 2005, Cash commissions paid were $270 million in the nine-month period in 2006,
compared with $268 million in the same period in 2005.

Cash flows from financing activities, which include dividends paid on the Corporation’s common and preferred shares as well as dividends

paid by subsidiaries to non-controlling interests. resulted in a net outflow of $486 million in the nine-month period ended September 30, 2006,

compared with net outflows of $665 million in the corresponding period in 2005.

Financing activities during the nine-month period ended September 30, 2006 compared to the same period in 2005 include, in particular:
v Dividends paid on a consolidated basis in 2006 of $862 million, compared with $735 million in 2005,

> Repayment of debentures and other borrowings of $400 million, consisting of the redemption by Power Financial of its $150 million
debentures that matured in January 2006, and the repayment of $250 mitlion of subordinated debentures by a subsidiary of Lifeco.

¥ Repurchase for cancellation by subsidiaries of the Carporation of their common shares in the amount of $56 million in 2006, compared
with $65 million in the nine-month period in 2005.

> Issue of preferred shares by the Corporation in the amount of $200 million and by Lifeco in the amount of $300 million.

> Issue of subordinated debentures by a subsidiary of Lifeco in the amount of $336 million (US$300 million).
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Cash flow from investing activities resulted in net outflows of $2.690 million in the nine-month period in 2008, compared with net outflows
of $2,004 million in the same period in 2005,

*  Investing activities at Lifeco in 2006 resulted in a net outflow of $2,515 million compared with $1,952 million in the period in 2005.

*  Investing activities at IGM were a net outflow of $175 million in the nine-month period ended September 30, 2006, compared with a net
outflow of $60 million in the corresponding period in 2005.

Cash flows from activities of Lifeco and IGM are described in Parts C and D of this Interim MD&A related to these subsidiaries,

respectively.

CORPORATE CASH FLOWS

Power Financial is a holding company. As such, corporate cash flows from operations, before payment of dividends. are principally made up
of dividends received from its subsidiaries and affiliate and income from investments, less operating expenses. financing charges and taxes.
The ability of Lifeco and [GM, which are also holding companies, to meet their obligations generally and pay dividends depends in particular
upon receipt of sufficient funds from their subsidiaries, The payment of interest and dividends by Lifeco's principal subsidiaries is subject to
restrictions set out inrelevant insurance and corporate laws and regulations, which require that solvency and capital standards be maintained.
Aswell, the capitalization of Lifeco’s principal subsidiaries takes into account the views expressed by the various credit rating agencies that
provide ratings related to financial strength and other measures to those companies. The payment of dividends by I[GM's principal subsidiaries
is subject to corporate laws and regulations which require that solvency standards be maintained. In addition, certain subsidiaries of IGM
must also comply with capital or liquidity requirements established by regulatory authgrities.

Dividends declared by Lifeco and IGM in the nine-month period ended September 30, 2006 on their common shares amounted te $0.6875 and
$1.1375 per share. respectively, compared with $0.60 and $0.99 per share, respectively. in the corresponding period in 2005.

Pargesa pays its dividend annually in the second quarter. The dividend paid in 2006 amounted to SF2.15 per bearer share, compared with
S§F2.00 in 2005.

At its meeting held on November 10 2006, the Board of Directors of Power Financial declared a quarterly dividend of $0.2675 per common share
payable February 1, 2007 to shareholders of record December 29, 2006, compared with $0.2500 per common share for the previous quarter.

SHAREHOLDERS' EQUITY
Common shareholders’ equity was $9,291 million at the end of September 2006, compared with $8,198 million at December 31, 2005.
The increase of $1,093 million ts mainly due to:
> a§L106 million increase in retained earnings; and

?  a net $27 million negative variation in foreign currency translation adjustments. resulting primarily from the Corporation’s indirect
investments in Lifeco’s foreign operations and in Pargesa, as explained above.

No common shares were issued by the Corporation during the nine-month period ended September 30, 2006 pursuant to the Employee Stock
Option Plan, or atherwise.
Book value per common share of the Corporation was $13.18 at the end of September 2006, compared with $11.63 at the end of 2005.

On August 4. 2006, the Corporation issued 8,000,000 Non-Cumulative First Preferred Shares, Series L, carrying a 5.10% annual dividend, for
gross proceeds of $200 miltion. As a result, the Corporation now has eight series of perpetual preferred shares outstanding with an aggregate
stated vaiue of $1,400 million, compared with $1,200 million at the end of 2005.

RATINGS OF THE CORPORATION

As of the date hereof, ratings of certain of the Corporation’s securities are as follows:

DOMINION BOND STANDARD & POOR'S
RATING SERVICEM RATINGS SERVICESVI
Senior debentures AA [low] A+
Preferred shares
Cumulative Pfd-1 [low} Canadian scale P1 [low]
Global scale A-
Non-cumulative Pfd-1 [low] Canadian scale P1 [low]
Global scale A-
[1] The ratings on the $enior Debentures, Cumulative First Prefarred Shares (Series A} and Non-Cumulative Firs{ Preferred Shares of the Corporation were upgraded on
April 18, 2006. The trends remain stable.
[2] The outlook and the Corporation’s ratings are stable.
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SUMMARY OF CRITICAL ACCOUNTING ESTIMATES

There were no material changes to the critical accounting estimates from those reported at December 31. 2005 {please refer to the
2005 MD&A).

FUTURE ACCOUNTING CHANGES

As noted in the 2005 MD&A, the Corporation is currently evaluating the impact on its Consolidated Financial Statements of the following
new requirement:

» new standards addressing the recognition and measurement of financial instruments and the application of hedge accounting and
comprehensive income, which will be effective for the Corporation on January 1, 2007. Part C of this report contains more information on
the potential impacts of the new standards on Lifeco’s and, consequently, the Corporation’s financial statements.

OFF-BALANCE SHEET ARRANGEMENTS
The following should be read in conjunction with the Notes to the 2005 Consolidated Financial Statements.

SECURITIZATIONS > There were no changes to IGM's liquidity management practices related to securitizations during the nine-month
period ended September 30, 2006. During the three-month period ended September 30, 2006, IGM entered into securitization transactions
through its mortgage banking operations with proceeds of $387 million, compared with $57 million in the corresponding period in 2005.
Securitized loans serviced at September 30, 2006 totalled $1,357 million and the fair value of IGM’s retained interest was $37 million,
This compares with $562 million and $18 million, respectively, at September 30, 2005.

DERIVATIVE FINANCIAL INSTRUMENTS » In the course of their activities, the Corporation and its subsidiaries use derivative financial
instruments. When using such derivatives, they only act as limited end-users and not as market makers in such derivatives. There have been
no changes to the Corporation’s and its subsidiaries’ policies and procedures with respect to the use of derivative instruments during the
nine-month period ended September 30, 2006, During the third quarter of 2006, IGM increased the outstanding notional amount of interest
rate swaps by $478 million to $1.845 million. However. IGM’s exposure to credit risk. which is limited to the current fair value of those
instruments, which are in a gain position, remained relatively unchanged. IGM utilizes interest rate swaps in order to reduce the impact of
fluctuating interest rates on its mortgage banking operations. Other than as noted with respect to IGM, there has not been a significant change
in either the notional amount outstanding other than in the normal course of operations, or in the exposure to credit risk that represents the
market value of those instruments, which are in a gain position as at September 30, 2006. For an overview of the use of derivative financial
instruments, please refer to the 2005 MD&A and to Notes 1 and 22 to the 2005 Consolidated Financial Statements.

LETTERS OF CREDIT » In the normal course of its Reinsurance business, Lifeco provides letters of credit {LOC} to other parties or
beneficiaries. Through certain of its operating subsidiaries. Lifeco has provided LOC to both external and internal parties, which are
described in the paragraph “Liquidity Risk (Letters of Credit)” included in the Lifeco section of the 2005 MD&A, as well as in Note 24 to the
2005 Consolidated Financial Statements.

CONTRACTUAL OBLIGATIONS
There have been no material changes in the contractual obligations of the Corporation or its subsidiaries from those reported at December 31, 2005.

On April 24, 2006, Crown Life Insurance Company (Crown Life) served notice, pursuant to the terms of the 1999 acquisition of the majority
of the insurance operations of Crown Life by Canada Life, commencing a process under which Canada Life may be required to acquire the
common shares of Crown Life. This acquisition is not expected to have a material effect on the consolidated financial position of the Corporation.

FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS
For an overview of financial instruments at December 31, 2005, please refer to the 2005 MD& A as well as to Note 21 to the 2005 Consolidated
Financial Statements.
Changes in both the carrying values and the fair values of financial instruments did not have a significant impact on the financial condition

of the Corporation or its subsidiaries for the nine-month period ended September 30, 2006. In addition, there were no significant changes in
the risks related to these financial instruments and the policies and procedures designed to manage these risks during the period.
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SUMMARY OF QUARTERLY RESULTS

Inthis table, all per share amounts are presented on a post-subdivision basis.

2006 2005 2004

Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1

Revenues 7,183 7.236 6,290 7.095 5738 6,288 6.979 6.269 5,456 6,398 5,799
Operating earnings!'l214l 439 483 408 450 414 449 381 406 381 413 338
per share — basic 0.60 0.66 0.56 0.61 0.57 0.62 0.52 0.56 0.52 0.57 0.46
Other itemsh! 356 (5) - {9 (24) 2 {2) (6) (4) 18 (3)
per share — basic 0.50 (0.01) - (0.01) (0.03) 0.00 (0.00) (0.01) (0.00) 0.02 (0.00)
Net earnings 795 478 408 44] 390 451 379 400 377 431 335
per share — basie 1.10 0.65 0.56 0.60 0.54 0.62 0.52 0.55 0.52 0.59 0.46
per share —diluted 1.10 0.65 0.55 0.60 0.53 0.62 0.52 0.55 0.52 0.59 0.46

[1] The contribution from Pargesa to cperating earnings includes Pargesa's share of the dividends paid by Total and Suez, and, starting in 2006, its share of the
dividends paid by Lafarge, as well as, for the last time in 2006, Pargesa’s share of the portion of the dividend received by GBL from Bertelsmann, which is considerad
a preferred dividend [Pargesa’s share: SF37 million in 2006, SF30 million in 2005 and SF50 million in 2004} and thus recorded as income. These dividends contribute
significantly to Pargesa's operating results. Dividends from Suez, Lafarge and Bertelsmann are received once a year, during the second quarter. Total, which also
used 10 pay its annual dividend in one installment during the second quarter, started in the fall of 2004 to pay its dividend in two installments. In 2004, Pargesa’s
contribution to operating earnings of Power Financial includes, in the second quarter of 2004, its share of the full annual dividend paid by Total related to 2003,
which amounted to €4.70 per share, as well as, in the fourth guarter, the first interim dividend, related 10 fiscal 2004, which amounted to €2.40 per share. For
2005 and beyond, it includes in the second guarter the final portion of the dividend refated 10 the previous fiscal year, and in the fourth quarter the interim dividend
related to the current fiscal year.

Lifeco recorded, in the third and fourth quarters of 2005, reinsurance provisions of $30 million and $13 million after tax, respectively, for expected losses arising
from hurricane damages in 2005. Power Financial's share of this specific charge was 322 million or $0.03 per share in the third quarter, and $9 miflion or $0.01 per
share in the fourth quarter of 2005. In addition, Other items alsc included, in 2004 and in the first three quarters of 2005, Power Financial’s share of restructuring
costs recorded by Lifeco in connection with the acquisition of Canada Life.

Other items also include, in the second quarter of 2006, the Corporation’s share of tax benefits recorded by IGM (please also refer 1o Part D of this report related

1o 1GM).

[3] For a definition of this non-GAAP financial measure, please refer to Results of Pawer Financial Corporation—Non-GAA? Financial Measures.

(2
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CONSOLIDATED BALANCE SHEETS

SEPTEMBER 30, DECEMBER 31,
2006 2005
[in millions of dotlars] [unaudited]
Assets
Cash and cash equivalents 5,054 4,642
Investments
Shares 4,125 3.930
Bonds 62,558 59,298
Mortgages and other loans 15,722 15.118
Loans to policyholders 6,692 6.646
Real estate 2,052 1,844
91,149 86336
Funds held by ceding insurers [Note 11] 11,596 2.556
Investment in affiliate, at equity 1,932 1,501
Intangible assets 2,491 2,353
Goodwill 8,223 8,203
Future income taxes 387 460
Otherassets 4,685 4,345
125,517 110,896
Liabilities
Policy liabilities
Actuarial liabilities [Note 11] 82,556 71,263
Other 4,209 4,023
Deposits and certificates 720 693
Funds held under reinsurance contracts 3,433 4,089
Debentures and other borrowings [Note 2] 3,295 3377
Preferred shares of the Corporation [Note 4] 300 300
Preferred shares of subsidiaries 1,329 1.356
Capital trust securities and debentures [Note 3] 647 648
Future income taxes 806 830
Other liabilities 10,564 8,635
107,859 95,214
Non-controlling interests 6,967 6,284
Shareholders’ Equity
Stated capital [Note 4)
Perpetual preferred shares 1,400 1,200
Common shares 593 593
Contributed surplus 52 38
Retained earnings 9,355 8,249
Foreign currency translation adjustments (709) {682)
10,691 9,398
125,517 110,856
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CONSOLIDATED STATEMENTS OF EARNINGS

THREE MONTHS ENDED

SEPTEMBER 30

NINE MONTHS ENDED

SEPTEMBER 30

{unaudited] [in millions of dollars, except per share amounts} 2006 200% 2006 2005
Revenues
Premium income 4,332 3.186 12,471 11,530
Net investment income 1,612 1.410 4,512 4,088
Fee income 1,239 1.142 3,726 3,387
7,183 5,738 20,709 19,005
Expenses
Paid or credited to policyholders and beneficiaries including
policyholder dividends and experience refunds 4,871 3.650 13,831 12,547
Comimissions 523 465 1,592 1,467
Operating expenses 752 748 2,308 2,302
Financing charges [Note 5] 88 85 254 253
6,234 4,948 17,985 16,569
949 790 2,724 2,436
Share of earnings of affiliate 12 19 94 82
Other income fcharges], net [Note 6] 356 {3) 343 (11)
Earnings before income taxes and non-controlling interests 1,317 806 3,161 2,507
Income taxes 274 206 727 649
Non-controlling interests 248 210 753 638
Net earnings 795 390 1.681 1,220
Earnings per common share [Note 7]
Basic 1.10 0.54 2.31 1.68
Diluted 1.10 0.53 2.30 1.67
CONSOQLIDATED STATEMENTS OF RETAINED EARNINGS
NINE MONTHS ENDED SEPTEMBER 30
[unaudited] [in milliens of dollars) 2006 200%
Retained earnings, beginning of year 8,249 7.267
Add
Net earnings 1,681 1,220
9,930 8,487
Deduct
Dividends
Perpetual preferred shares 51 38
Commeon shares 516 449
Other 8 3
575 490
Retained earnings. end of period 9,355 7.997
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CONSOLIDATED STATEMENTS OF CASH FLOWS

THREE MONTHS ENDED

SEPTEMBER 30

NINE MONTHS ENDED

SEPTEMBER 30

[unaudited] [in millions of dallars] 2006 2005 20086 2005
Operating activities
Net earnings 795 390 1,681 1,220
Non-cash charges [credits]
Increase [decrease] in policy liabilities 1,172 107 1,575 1,565
Decrease [increase] in funds held by ceding insurers 40 127 471 357
Increase [decrease] in funds held under reinsurance contracts (524) 79 {621} 11
Amortization and depreciation 23 24 72 75
Future income taxes (15) 75) 60 59
Non-controlling interests 248 210 753 638
Other (325) (1) (269) 368
Change in non-cash working capital 115 160 (205) (441)
1,529 1.021 3,517 3.852
Financing activities
Dividends paid
By subsidiaries to non-controlling interests {108) (89} (309) (258}
Perpetual preferred shares (16) (12) (49) (38)
Common shares (176) {154) (504) (439}
(300) (255) (862) {735)
Issue of perpetual preferred shares [Note 4] 200 - 200 -
Issue of common shares by subsidiaries 7 8 31 24
Repurchase of common shares by subsidiaries (19) (26) {56) (65)
Issue of preferred shares by a subsidiary - 300 300 300
Repurchase of preferred shares by a subsidiary (18) - (30) -
Issue of subordinated debentures [Note 2] - - 336 -
Repayment of debentures and other borrowings (250) (150) (400) (150)
Other 47 (8) (5) (39)
(333) (131) (486) (665)
Investment activities
Bond sales and maturities 7,351 5110 20,683 18,666
Mortgage loan repayments 523 611 1,434 2,178
Sales of shares 477 408 1,118 1,072
Real estate sales 129 6 174 74
Proceeds from securitizations [Note 9] 386 57 1,019 188
Change in loans to policyholders (19} (12) (239) (184)
Change in repurchase agreements 14 (163) 132 227
Acquisition of intangible assets [Note 11] (141) - (141) -
[nvestment in bonds (7,586) (4.904) {22,091) (19.974)
[nvestment in mortgage loans {1,268) (659) (3,163) (2,644)
Investment in shares (396) (441) {1,084) {1,209)
Invesiment in real estate (399) (186) (515) {411)
Qther (8) 19 (17) 13
(937) (154) {2,690) {2.004)
Effect of changes in exchange rates on cash and cash equivalents 31 {168} 71 (266)
Increase in cash and cash equivalents 290 568 412 917
Cash and cash equivalents, beginning of period 4,764 3,972 4,642 3,623
Cash and cash equivalents, end of period 5,054 4.540 5,054 4,540
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POWER FINANCIAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS [UNAUDITED] SEPTEMBER 30, 2006

ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS GTHERWISE NOTED.
NOTE 1 SIGNIFICANT ACCOUNTING POLICIES

The interim unaudited consolidated financial statements of Power Financial Corporation at September 30, 2006 have been prepared in
accordance with generally accepted accounting principles in Canada (GAAP). These interim unaudited consolidated financial statements
should be read in conjunction with the audited consolidated financial statements and notes thereto for the year ended December 31, 2005.
These interim unaudited consolidated financial statements do not include all disclosures required for annual financial statements.

The interim unaudited consolidated statements have been prepared using the same accounting policies described in Note 1 of the Corporation’s
consolidated financial statements for the year ended December 31, 2005.

COMPARATIVE FIGURES

Certain of the 2005 amounts presented for comparative purposes have been reclassified to conform to the presentation adopted in the
current year.

NOTE 2 DEBENTURES AND OTHER BORROWINGS

SEPTEMBER 30, DECEMBER 31,
2006 2008

Power Financial Corporation
7.65% debentures. repaid January 5, 2006 - 150
6.90% debentures, due March 11, 2033 250 250

IGM Financial Inc,

6.75% debentures 2001 Series, due May 9, 2011 450 450
6.58% debentures 2003 Series, due March 7, 2018 150 150
6.65% debentures 1997 Series, due December 13, 2027 125 125
7.45% debentures 2001 Series. due May 9, 2031 150 150
7.00% debentures 2002 Series. due December 31, 2032 175 175
7.11% debentures 2003 Series, due March 7, 2033 150 150

Great-West Lifeco Inc.
Subordinated debentures due September 19, 2011 bearing a fixed rate
of 8% until 2006 and, thereafter, at a rate equal to the Canadian
90-day Bankers’ Acceptance rate plus 1%, unsecured, repaid September 19, 2006 - 256
Subordinated debentures due December 11, 2013 bearing a fixed rate
of 5.80% until 2008 and, thereafter, at a rate equal to the Canadian

90-day Bankers’ Acceptance rate plus 1%. unsecured 204 206
6.75% debentures due August 10, 2015, unsecured 200 200
6.14% debentures due March 21, 2018, unsecured 200 200
6.40% subordinated debentures due December 11, 2028, unsecured 101 101
6.74% debentures due Novernber 24, 2031, unsecured 200 200
6.67% debentures due March 21, 2033, unsecured 400 400
6.625% deferrable debentures due Novernber 13,2034, unsecured [US$175 million) 196 205
7.153% subordinated debentures due May 16, 2046, unsecured [U$$300 million] 336 -
Other notes pavable with interest rate of 8.0% 8

3.295 3.377

During the second quarter of 2006, Great-West Lifeco Inc. (Lifeco) issued $336 million (US$300 million) in Fixed/Adjustable Rate Enhanced
Capital Advantaged Subordinated Debentures through its wholly owned subsidiary, Great-West Life & Annuity Capital, LP Il. The subordi-
nated debentures are due May 16, 2046 and bear an annual interest rate of 7.153% until May 16, 2016. After May 16, 2016, the subordinated
debentures will bear an interest rate of 2.538% plus the 3-month LIBOR rate. The subordinated debentures are redeemable at the principal
amount plus any accrued and unpaid interest after May 16, 2016.
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NOTE 3 CAPITAL TRUST SECURITIES AND DEBENTURES

SEPTEMBER 30, DECEMBER 31,
2006 2005

Capital trust debentures
5.995% senior debentures due December 31, 2052, unsecured [GWLCT] 350 350
6.679% senior debentures due June 30, 2052, unsecured [CLCT] 300 300
7.529% senior debentures due June 30, 2052, unsecured [CLCT) 150 150
800 800
Acquisition related fair market value adjustment 32 34
Capital trust securities held by consolidated group as temporary investments (185) (186)
647 648

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance Company (Great-West Life), had issued
$350 million of capital trust securities, the proceeds of which were used by GWLCT to purchase Great-West Life senior debentures in the
amount of $350 million, and Canada Life Capital Trust (CLCT), a trust established by The Canada Life Assurance Company (Canada Life),
had issued $450 million of capital trust securities, the proceeds of which were used by CLCT to purchase Canada Life senior debentures in
the amount of $450 million.

NOTE 4 CAPITAL STOCK AND STOCK OPTION PLAN

STATED CAPITAL

AUTHORIZED
Unlimited number of first preferred shares, issuable in series. of second preferred shares, issuable in series and of common shares.

1SSUED AND OUTSTANDING

SEPTEMBER 30, 2006 DECEMBER 31, 2005
NUMBER OF STATED NUMBER OF STATED
SHARES CAPITAL SHARES CAPITAL

Preferred Shares [classified as liabilities]
Series C First Preferred Shares 6,000,000 150 6,000,000 150
Series | First Preferred Shares 6,000,000 150 6,000,000 150
300 300

Perpetual Preferred Shares

Series A First Preferred Shares 4,000,000 100 4,000,000 100
Series D First Preferred Shares 6,000,000 150 6,000,000 150
Series E First Preferred Shares 8,000,000 200 8,000,000 200
Series F First Preferred Shares 6,000,000 150 6,000,000 150
Series H First Preferred Shares 6,000,000 150 6,000,000 150
Series 1 First Preferred Shares 8,000,000 200 8,000.000 200
Series K First Preferred Shares 10,000,000 250 10,000,000 250
Series L First Preferred Shares 8,000,000 200 - -
1,400 1,200
Common shares 704,813,680 593 704.813.680 593
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POWER FINANCIAL CORPORATION

NOTE 4 CAPITAL STOCK AND STOCK OPTION PLAN [coNTINUED]

During the third quarter of 2006, the Corporation issued 8,000,000 5.10% Non-Cumulative First Preferred Shares, Series L for cash proceeds
of $200 million, The 5.10% Non-Cumulative First Preferred Shares, Series L are entitled to fixed non-cumulative preferential cash dividends at
arate equal to $1,2750 per share per annum. On and after October 31, 2011, the Corporation may redeem for cash the Series L First Preferred
Shares in whole orin part, at the Corporation’s option, at $26.00 per share if redeemed prior to October 31, 2012, $25.75 if redeemed thereafter and
prior to October 31, 2013, $25.50 if redeemed thereafter and prior to October 31, 2014, $25.25 if redeemed thereafter and prior to October 31, 2015
and $25.00 if redeemed thereafter. in each case together with all declared and unpaid dividends to, but excluding, the date of redemption.

STOCK-BASED COMPENSATION

During the nine months ended September 30, 2006, no options were granted under the Cerporation’s stock option plan. During the second
quarter of 2005, 2,015,000 options were granted under the Corporation’'s stock option plan (no options were granted in the first and third
quarters of 2005).

The fair value of these options was estimated using the Black-Schaoles option-pricing model with the following assumptions:

2006 2905
Dividend yield - 2.4%
Expected volatility - 21.0%
Risk-free interest rate - 4.3%
Expected life [years) - 9
Fair value per option granted [$/option] - $8.10

Compensation expense relating to stock options granted by the Corporation and its subsidiaries amounted to $7 million in the third quarter
of 2006 ($8 million in 2005} and $19 million for the nine months ended September 30, 2006 ($17 million in 2005),

Options were cutstanding at September 30, 2006 to purchase, until May 11, 2015. up to an aggregate of 8,425,000 common shares, at various
prices from $6.65938 to $32.235 per share. During the nine months ended Septernber 30, 2006 and 2005, no common shares were issued under
the Corporation’s plan.

NOTE 5 FINANCING CHARGES

Financing charges include interest on debentures and other borrowings, together with distributions and interest on capital trust securities
and debentures, and dividends on preferred shares classified as liabilities.

THREE MONTHS ENDED NINE MONTHS ENDED

SEPTEMBER 30 SEPTEMBER 30

2006 2005 2006 2005

Interest on debentures and other borrowings 61 56 171 169

Preferred share dividends 18 20 55 56

Interest on capital trust debentures 13 13 37 37
Distributions on capital trust securities held by consolidated

group as temporary investments ) (4 (9) 9

88 85 254 253

NOTE 6 OTHER INCOME [CHARGES], NET

THREE MONTHS ENDED NINE MONTHS ENDED

SEPTEMBER 30 SEPTEMBER 30

2006 2005 2006 2005

Share of Pargesa’s non-operating earnings 356 1 343 11
Restructuring costs — Lifeco - (4) - (22)
356 (3) 343 (11)

The share of Pargesa’s non-operating earnings includes an amount of $356 million, which represents the Corporation’s share of the gain
resulting from the disposal by Groupe Bruxelles Lambert of its 25.1% equity interest in Bertelsmann AG.
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NOTE 7

EARNINGS PER SHARE

The following is a reconciliation of the numerators and the denominators of the basic and diluted earnings per common share

computations:
THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 30 SEPTEMBER 30
2006 2005 2006 2005
Net earnings 795 390 1,681 1,220
Dividends on perpetual preferred shares (19) (12) (51) (38)
Net earnings available to common shareholders 776 378 1,630 1,182 e
Weighted number of common shares outstanding [millions] :
— Basic 704.8 704.8 704.8 704.8
Exercise of stock options 8.4 8.4 8.4 8.4
Shares assumed to be repurchased with proceeds from :
exercise of stock options (5.3} (5.2) (5.3) {5.4)
Weighted number of common shares outstanding [millions]
— Diluted 707.9 708.0 7079 707.8 i

The total benefit costs included in operating expenses are as follows:

NOTE 8 PENSION PLANS AND OTHER POST-RETIREMENT BENEFITS

| THREE MONTHS ENDED NINE MONTHS ENDED E
SEPTEMBER 30 SEPFTEMEBER 30 i
2006 2005 2006 2005 P
Pension plans 20 21 63 57 ;
Other post-retirement benefits 5 12 19 36 :
25 33 82 93
NOTE 9 SECURITIZATIONS

During the third quarter of 2006, IGM Financial Inc. (IGM) securitized $390 million (2005 — $57 million} of residential mortgages
through sales to commercial paper conduits that in turn issued securities to investors and received net cash proceeds of $386 millien
(2005 — $57 million). IGM's retained interest in the securitized loans was valued at $10 million (2005 — $2 million). A pre-tax gain on sale of
$4 million (2005 — gain of $1 million) was recognized and reported in Net investment income in the Consolidated Statements of Earnings.

During the nine months ended September 30, 2006, IGM securitized $1.026 million {2005 — $189 million} of residential mortgages through
sales to commercial paper conduits that in turn issued securities to investors and received net cash proceeds of $1,019 million
(2005 — $188 million). IGM's retained interest in the securitized loans was valued at $17 million (2005 — $6 million). A pre-tax gain on sale of
$1 million {2005 — gain of $4 million) was recognized and reported in Net investment income in the Consolidated Statements of Earnings.
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NOTE 10

INFORMATION ON PROFIT MEASURE

SEGMENTED INFORMATION

THREE MONTHS ENDED SEPTEMBER 30, 2006 LIFECO 1GM PARICINTCO OTHER TOTAL

Revenues
Premium income 4,332 - - - 4,332
Net investment income 1,577 55 - {20) 1,612
Fee income 658 588 - 7 1.239
6,567 643 - 27) 7.183

Expenses
Insurance claims 4,871 - - - 4,871
Commissions 325 206 - (8) 523
Operating expenses 604 134 - 14 752
Financing charges 54 22 - 12 88
5,854 362 - 18 6,234
713 281 - (45) 949
Share of earnings of affiliate - - 12 - 12
Other income [charges]. net - - 356 - 356
Earnings before the following: 713 281 368 (45} 1,317
Income taxes 186 89 - (1) 274
Non-controlling interests 191 84 - (27) 248
Contribution ta consolidated net earnings 336 108 368 (17) 795

INFORMATION ON PROFIT MEASURE

THREE MONTHS ENDED SEPTEMBER 30, 2005 LIFECO 1GM PARJOINTCO OTHER TOTAL

Revenues
Premium income 3,186 - - - 3,186
Net investment income 1.396 39 - (25) 1410
Fee income 606 548 - (12) 1,142
5,188 587 - (37) 5,738

Expenses
Insurance claims 3650 - - - 3,650
Commissions 294 184 - (13) 465
Operating expenses 598 135 - 15 748
Financing charges 49 23 - 13 85
4591 342 - 15 4,948
597 245 - (52) 790
Share of earnings of affiliate - - 19 - 19

Other income [charges], net (4) - 1 - (3)

Earnings before the following: 593 245 20 (52) 806
[ncome taxes 140 69 - (3) 206
Non-controlling interests 157 80 - (27) 210
Contribution to consolidated net earnings 296 96 20 (22} 390
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NOTE 10

SEGMENTED INFORMATION (CONTINUED]

INFORMATION ON PROFIT MEASURE

NINE MONTHS ENDED SEPTEMBER 30, 2006 LIFECO IGM PARIOINTCO QTHER TOTAL
Revenues
Premium income 12,471 - - - 12,471
Net investment income 4,416 162 - (66) 4,512
Feeincome 1,982 1,764 - (20) 3,726
18,869 1,926 - (86) 20,709
Expenses
Insurance claims 13,831 - - - 13,831
Commissions 999 614 - (21) 1,592
Operating expenses 1,842 425 - 41 2,308
Financing charges 152 66 - 36 254
16,824 1,105 - 56 17,985
2,045 821 - (142) 2,724
Share of earnings of affiliate - - 94 - 94
Other income [charges]. net - - 343 - 343
Earnings before the following: 2,045 821 437 (142) 3,161
Income taxes 491 242 - (6} 727
Non-controlling interests 580 256 - (83) 753
Contribution to consolidated net earnings 974 323 437 (53) 1,681
INFORMATION ON PROFIT MEASURE
NINE MONTHS ENDED SEPTEMBER 30, 2005 LIFECO IGM PARJQINTCO OTHER TOTAL
Revenues
Premium income 11,530 - - - 11,530
Net investment income 4015 136 - (63 4,088
Fee income 1,808 1,603 - (24) 3,387
17.353 1.739 - (87) 19,005
Expenses
Insurance claims 12,547 - - - 12,547
Commissions 954 537 - (24) 1.467
Operating expenses 1.849 414 - 39 2,302
Financing charges 146 68 - 39 253
15.496 1,019 - 54 16,569
1.857 720 - {141) 2436
Share of earnings of affiliate - - 82 - 82
Other income [charges), net (22} - 11 -~ (1
Earnings before the following: 1.835 720 93 (141) 2,507
Income taxes 441 214 - (6) 649
Non-controlling interests 487 225 - (74) 638
Contribution to consolidated net earnings 907 281 93 (61) 1.220
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NOTE 11 ACQUISITIONS

a) Inthe third quarter of 2006. Mackenzie Financial Corperation (Mackenzie), a subsidiary of IGM, acquired the assets of Cundill Investment
Research Ltd. and related entities (Cundill group) for cash consideration. including transaction and other related costs. There is
contingent consideration due if certain future revenue and assets under management targets are met. The preliminary purchase price has
been allocated to intangible assets and will be completed as soon as Mackenzie has gathered all the significant information considered
necessary in order to finalize this allocation.

b) During the second guarter of 2006, Canada Life, through its wholly owned United Kingdom subsidiary, Canada Life Limited, reached
an agreement to acquire the non-participating payout annuity business of The Equitable Life Assurance Society in the United Kingdom.,
Under the terms of the agreement, Canada Life Limited assumed this business on an indemnity reinsurance basis with an effective date
of January 1, 2006. Arrangements are being made to transfer the policies to Lifeco and the transfer is expected to be completed in the first
quarter of 2007, subject to regulatory and court approval. The transaction resulted in an inerease in funds held by ceding insurers and a
corresponding increase in policyholder liabilities of $9.5 billion (£4.6 billion) on the Consolidated Balance Sheet at September 30, 2006.

¢) During the second quarter of 2006, Great-West Life & Annuity Insurance Company (GWL.&A) entered into a reinsurance agreement to
acquire several parts of the full service-bundled, small and midsize 401(k), as well as some defined benefit plan business, of Metropolitan
Life Insurance Company and its affiliates. The acquisition also includes the associated dedicated distribution group, including whole-
salers, relationship managers and sales associates. The transaction closed on October 2, 2006, and is expected to increase assets and
policyholder liabilities by approximately $L.6 billion {US$1.4 billion) on the Consolidated Balance Sheet. In addition, Lifeco will receive fee
income by providing administrative services and record-keeping functions on approximately $7.1 billion (U$$6.3 billion} of participant
account values.

In anticipation of a large receipt of cash in early October associated with the above transaction, Lifeco purchased approximately
$1.6 billion (US$1.4 billion} of U.S. government securities at close of business on September 29, 2006 in order to fix the interest rate earned.
These purchases coincided with the pricing of the reinsurance transaction which settled on October 2, 2006, The securities purchases
settled in early October. The transaction resulted in an increase in invested assets and a corresponding increase in other liabilities of
approximately $1.6 billion (US$1.4 billion) at September 30, 2006.

On April 24, 2006. Crown Life Insurance Company (Crown Life) served notice. pursuant to the terms of the 1999 acquisition of the majority

of the insurance operations of Crown Life by Canada Life, commencing a process under which Canada Life may be required to acquire
the common shares of Crown Life. This transaction is not expected to have a material impact on the financial position of the Corporation,

d

NOTE 12 REINSURANCE TRANSACTION

During the third quarter of 2006, GWL&A recaptured a reinsurance agreement on certain blocks of group annuity business. The recaptured
premiums of $562 million associated with the transaction have been recorded in the Consolidated Statements of Earnings as an increase in
premium income with a corresponding increase to the change in actuarial liabilities. For the Consoclidated Balance Sheet, this transaction
resulted in a reduction of $557 million to funds held under reinsurance contracts with a corresponding increase in palicyholder liabilities,
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GREAT-WEST

LIFECOne

Management’s Discussion and Analysis

MANAGEMENT’S DISCUSSION AND ANALYSIS

Interim Report
For the nine months ended September 30, 2006

Dated: November 1, 2006

The Management's Discussion and Analysis (MD&A) presents management’s view of the financial condition, results
of operations and cash flows of Great-West Lifeco Inc. (Lifeco or the Company) for the three months and nine
months ended September 30, 2006 compared with the same periods in 2005. The MD&A provides an overall
discussion, followed by analyses of the performance of its three major reportable segments: Canada, United States
and Europe.

FORWARD-LOOKING INFORMATION

This report contains some forward-looking statements about the Company, including its business operations,
strategy and expected financial performance and condition. Forward-looking statements include statements that are
predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects,”
“anticipates,” “intends,” “plans,” “believes,” “estimates” or negative versions thereof and similar expressions. In
addition, any statement that may be made concerning future financial performance (including revenues, earnings or
growth rates), ongoing business strategies or prospects, and possible future Company action, is also a forward-
looking statement. Forward-looking statements are based on current expectations and projections about future
events and are inherently subject to, among other things, risks, uncertainties and assumptions about the Company,
economic factors and the insurance industry generally. They are not guarantees of future performance, and actual
events and results could differ materially from those expressed or implied by forward-looking statements made by
the Company due to, but not limited to, important factors such as sales levels, premium income, fee income,
expense levels, mortality experience, morbidity experience, policy lapse rates and taxes, as well as general
economic, political and market factors in North America and internationally, interest and foreign exchange rates,
global equity and capital markets, business competition, technological change, changes in government regulations,
unexpected judicial or regulatory proceedings, catastrophic events, and the Company’s ability to complete strategic
transactions and integrate acquisitions. The reader is cautioned that the foregoing list of important factors is not
exhaustive, and there may be other factors listed in other filings with securities regulators, including factors set out
under “Risk Management and Control Practices” in the Company's MD&A, which, along with other filings, is
available for review at www.sedar.com. The reader is also cautioned to consider these and other factors carefully
and to not place undue reliance on forward-looking statements. Other than as specifically required by applicable
law, the Company has no intention to update any forward-looking statements whether as a result of new
information, future events or otherwise.

NCN-GAAP FINANCIAL MEASURES

This report contains some non-GAAP financial measures. Terms by which non-GAAP financial measures are
identified include but are not limited to “"earnings or sales on a constant curency basis”, "eamings adjusted for the
negative impact of currency”, “adjusted net income®, “earnings before adjustments”, “net income before
adjustments” and other similar expressions. Non-GAAP financial measures are used to provide management and
investors with additional measures of performance. However, non-GAAP financial measures do not have standard
meanings prescribed by GAAP and are not directly comparable to similar measures used by other companies.
Please refer to the appropriate reconciliations of these non-GAAP financial measures to measures prescribed by
GAAP.
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SEGREGATED FUNDS DEPOQSITS AND SELF-FUNDED PREMIUM EQUIVALENTS (ASO CONTRACTS)

The financial statements of a life insurance company do not include the assets, liabiiities, deposits and withdrawals
of segregated funds or the claims payments related to administrative services only (ASO) group health contracts.
However, the Company does earn fee and other income related to these contracts. Both segregated funds and
ASO contracts are an important aspect of the overall business of the Company and should be considered when
comparing volumes, size and trends.

BASIS OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES

The consolidated financial statements of Lifeco, which are the basis for data presented in this report, have been
prepared in accordance with Canadian generally accepted accounting principles (GAAP) and presented in
Canadian dollars unless otherwise indicated.

TRANSLATION OF FOREIGN CURRENCY

Through its operating subsidiaries, Lifeco conducts business in multiple currencies. The four primary currencies are
the Canadian dollar, the United States dollar, the British pound, and the euro. Throughout this document, foreign
currency assets and liabilities are translated into Canadian dollars at the market rate at the end of the financial
period. Allincome and expense items are translated at an average year-to-date rate. The rates employed are:

Pericd ended Balance sheet Operations
Assets & liabilities Income & expenses Net effective rate
United States dollar
September 30, 2006 $1.12 $1.13 $1.1300 o
June 30, 2006 $1.12 $1.14 $1.1400 =
December 31, 2005 $1.17 $1.21 $1.3152 o
September 30, 2005 $1.16 $1.22 $1.3176 ?,.
June 30, 2005 $1.23 $1.24 $1.3305 “
British pound =
September 30, 2006 $2.09 $2.06 $2.0600 5
June 30, 2006 $2.06 $2.04 $2.0400 =
December 31, 2005 $2.00 $2.21 $2.3272 ~
September 30, 2005 $2.05 $2.26 $2.3214
June 30, 2005 $2.20 $2.31 $2.3072
Euro
September 30, 2006 $1.41 $1.41 $1.4100
June 30, 2006 $51.42 $1.40 $1.4000
December 31, 2005 $1.38 $1.51 $1.6159
September 30, 2005 $1.40 $1.55 $1.6180
June 30, 2005 $1.48 $1.59 $1.6104

The net effective rate for the translation of foreign currency operations reflects the translation of foreign currency
income and expenses at the average daily rate for the period together with realized gains and losses associated with
forward foreign exchange contracts used to manage the transiation volatility. During the first nine months of 2005,
gains net of tax of $41 million were recognized on these contracts. There are no contracts in place for 2008.
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BUSINESSES OF LIFECO

Lifeco has operaticns in Canada, the United States and Europe through The Great-West Life Assurance Company
(Great-West Life), London Life Insurance Company (London Life), The Canada Life Assurance Company (Canada
Life), and Great-West Life & Annuity Insurance Company {GWL&A).

In Canada, Great-West Life and its operating subsidiaries, London Life and Canada Life (owned through holding
companies London Insurance Group (LIG) and Canada Life Financial Corporation (CLFC), respectively), offer a
broad portfolio of financial and benefit plan sclutions for individuals, families, businesses and organizations, through
a network of Freedom 55 Financial™ and Great-West Life financial security advisors, and through a multi-channel
network of brokers, advisors and financial institutions.

In the U.S., GWL8A is a leader in providing self-funded employee health plans for businesses and in meeting the
retirement income needs of employees in the public/non-profit and corporate sectors. It serves its customers
nationwide through a range of health care and financial products and services marketed through brokers,
consultants and group representatives, and through partnerships with other financial institutions.

In Europe, Canada Life is broadly organized along geographically defined market segments and offers protection
and wealth management products and reinsurance. The Europe segment is comprised of two distinct primary
business units: Insurance & Annuities, which consists of operations in the United Kingdom, Isle of Man, Republic of
Ireland and Germany; and Reinsurance, which operates primarily in the United States, Barbados and Ireland.
Reinsurance products are provided through Canada Life, London Reinsurance Group Inc. (LRG) and their
subsidiaries.

Lifeco currently has no other holdings and carries on no business or activities unrelated to its holdings in Great-
West Life, GWL&A and their subsidiaries. Lifeco is not restricted to investing in the shares of Great-West Life,
GWL&A and their subsidiaries and may make other investments in the future.
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CONSOLIDATED OPERATING RESULTS

Selected Consolidated Financial Information
(in $ millions, except per shara amounts)

For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change

Premiums:

Life insurance, guaranteed annuities

and insured health products s 4332 % 3,186 36% $ 12471 $ 11,530 8%

Self-funded premium equivalents

(ASO contracts} 1,732 1,850 -6% 5,537 5,685 -3%
Segregated funds deposits:

Individual products 1,836 1,410 30% 6,005 4,393 37%

Group products 1,120 1,222 -8% 3,841 3,772 2%
Total premiums and deposits 9,020 7.668 18% 27,854 25,380 10%
Fee and cther income 658 606 9% 1,982 1,808 10%
Paid or credited to policyholders 4,871 3,650 33% 13,831 12,547 10%
Net income - common shareholders

before adjustments (1) 477 455 5% 1,384 1,333 4%
Adjustments after tax (1) - 34 - - 47 -
Met income - common shareholders 477 421 13% 1,384 1,286 8%
Per common share
Basic eamnings before adjustments (1) $ 0537 $ 0.510 5% $ 1554 % 1.496 4%
Adjustments after tax (1) - 0.038 - 0.053
Basic earmings after adjustments 0.537 0.472 14% 1.554 1.443 8%
Dividends paid 0.240 0.210 14% 0.6875 0.600 15%
Book value 10.49 9.49 1%
Return on common shareholders’ equity (12 months)
Net income before adjustments (1) 20.7% 21.2%
Net income 20.7% 20.6%
At September 30
Total assets $ 115968 $ 101,084 15%
Segregated funds assels 81,484 73,033 12%
Total assets under administration $ 197452 5 174117 13%
Share capital and surplus $ 10450 $ 9,251 13%

{1) Net income, basic earnings per common share and retum on shareholders' equity are presented before the following adjustments as a non-

GAAP financial measure of earnings performance:

{a) Following the acquisition of Canada Life Financial Corporation (CLFC) by the Company, a plan was developed to restructure and exit
selected operations of CLFC. Shareholder net income for the three months ended September 30, 2005 includes restructuring costs
related to the acquisition of $4 after tax, or $0.004 per common share. Shareholder net income for the nine months ended September
30, 2005 includes restructuring costs related to the acquisition of $17 after tax, or $0.019 per comman share.

(b} Third quarter 2005 results include a charge of $30 after tax, or $0.034 per commeon share, related to provisions for expected losses
arising from hurricane damage in 2005.

Lifeco's net income attributable to common shareholders for the nine months ended September 30, 2006, was
$1,384 million compared to $1,286 million reported a year ago. On a per share basis, this result represents $1.554
per common share ($1.542 diluted) for the nine months ended September 30, 2006, an increase of 8% (16% on a
constant currency basis) compared to $1.443 ($1.430 diluted) per common share for 2005.
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QUARTERLY FINANCIAL INFORMATION

Quarterly financial information

Total Net income - Adjusted net income -
revenue (1) common shareholders common shareholders (2)
Basic ~ Dilutod Basic Diluted

Total per share per share Total per share per share

2006  Third quarter $ 6,567 $ 477 $ 0537 $ 0532 $ 47 $ 0537 $ 0532
Second quarter 6.627 461 0.516 0.513 481 0.516 0.513

First quarter 5675 446 0.501 0.497 448 0.501 0.497

2005 Fourth quarter $ 6518 $ 456 $ 0512 § 0509 $ 469 $ 0526 § 0523
Third quarter 5,188 421 0.472 0.468 455 0.510 0.506

Second guarter 5,731 446 0.500 0.496 455 0.511 0.506

First quarter 6,434 419 0.471 0.466 423 0.475 0.471

2004  Fourth quarter $ 5740 $ 409 $ 0459 $ 0455 $ 423 $ 0475 $ 047
Third quarter 4,946 414 0.466 0.462 417 0.468 0.464

(1} Total revenue for 2004 has been restated to reflect the reclassification of financing charges from net investment
income. Financing charges include interest on long-term debentures and other borrowings, previcusly included in
net investment income together with distributions on capital trust securities and preferred shares now classified

as liabilities.

. (2) Adjusted net income is presented as a non-GAAP financial measure of eamings performance before restructuring
Lél costs related to Ihe acquisition of CLFC and incumred during the period, and provisions for expected losses arising
-O- from hurricane damage in 2005, Refer to "Non-GAAP Financial Measures™ section of this report.

()
= Adjustments: After-tax restructuring costs related to the acquisition of CLFC and reinsurance claim provisions
= arising from hurricane activity along the Gulf Coast of the United States in 2005.
E Net income
S common shareholders
= Basic Diluted
w Total per share per share
v 2005 Fourth quarter $ 13 $ 0.014 $ 0.014

Third quarter 34 0.038 0.038

Second quarter 9 0.011 0.010

First quarter 4 0.004 0.005

2004  Fourth quarter $ 14 $ 0.018 $ 0.016
Third quarter 3 0.002 0.002

SUMMARY OF QUARTERLY RESULTS

Lifeco's net income attributable to common sharehoiders was $477 million for the three months ended September
30, 2006 compared to net income of $421 million reported a year ago. On a per share basis, this resull represents
$0.537 per common share ($0.532 diluted) for the three months ended September 30, 2006, an increase of 14%
compared to $0.472 per common share ($0.468 diluted) for 2005.

The 2005 results include restructuring charges and provisions for expected losses arising from hurmricane damage
which impacted eamings per common share in the quarter by $0.004 and $0.034, respectively, and for nine months
by $0.019 and $0.034, respectively. Excluding these amounts, earings per share for 2006 grew 5% in the quarter
(15% on a constant currency basis), and 4% for nine months (12% on a constant currency basis).

Canada ~ For the third quarter, net income attributable to common shareholders was $221 million, an increase of
$18 million or 9% over 2005. Group Insurance net income was up $12 million or 15%, and Individual Insurance &
Investment Products net income was up $8 million or 6%. Corporate net income was $2 million lower in 2006.

POWER CORPORATION OF CANADA — THIRD QUARTER REPORT 2006

Cé6




GREAT-WEST

Management's Discussion and Analysis
INC.

United States — For the third quarter, net income attributable to common shareholders was $122 million, a
decrease of $28 million or 19% from 2005. The decrease in net income was more pronounced due to the negative
impact of currency translation. In US dollars, net income decreased by 6% from 2005, as Healthcare increased 5%
and Financial Services decreased 15% in US dollars.

Europe — For the third quarter, net income attributable to common shareholders was $129 million, an increase of
$54 million or 72% over 2005. Insurance & Annuities increased by $21 million or 27%, while Reinsurance
increased $25 million.  Corporate recorded a charge to net income of $3 million, compared to a charge of $11
million in 2005. The increase in Insurance & Annuities and Reinsurance net income in local currencies was
partially mitigated by the negative impact of currency transiation.

Lifeco Corporate — For the third quarter, Lifeco Corporate net income attributable to common shareholders was $5
million compared to a charge of $8 million in 2005.

Net income - common shareholders

For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change
Canada $ 221 5 203 9% $ 670 $ 602 11%
United States 122 151 -19% 383 445 -14%
Europe 129 75 2% 336 277 21%
Lifeco Corporate
Total holding company 5 (4} {5) (21)
Restructuring costs - (4) - {17}
Total Lifeco Corporate 5 (8) {5) (38)
Total Lifeco $ 477 % 421 13% $ 1,384 § 1,286 8%

Total revenue for the third quarter of 2006 was $6,567 million and was comprised of premium income of $4,332
millien, net investment income of $1,577 million and fee and other income of $658 million. Total revenue for the
third quarter of 2005 was $5,188 miltion. It was comprised of premium income of $3,186 million, net investment
income of $1,396 million and fee and other income of $606 million.

PREMIUMS AND DEPOSITS

Premiums and deposits includes premiums on risk-based insurance and annuity products as well as premium
equivalents on seif-funded group insurance administrative services only contracts, and deposits on individua! and
group segregated fund products.

Total premiums and deposits were $9,020 million, an increase of 18% over 2005. Premiums and deposits in
Canada increased $224 million, while United States increased $516 million, and Europe increased $612 million.
The increase in Canada is due to higher individual life insurance premiums and segregated funds deposits. In the
United States, premiums and deposits in the third quarter include $562 million of recapture of a reinsurance
agreement. The increase in Europe reflects higher premiums and deposits in the individual segregated fund
market partially offset by the negative impact of currency translation.

For the nine months ended September 30, 20086, total premiums and deposits at $27,854 million, were 10% higher
than 2005. Premiums and deposits in Canada increased $898 million, while United States decreased $15 million,
and Europe increased $1,591 million. The increase in Canada is due to higher group insurance results, individual
life insurance premiums and higher individual and group segregated funds deposits. The decrease in the United
States reflects the negative impact of currency translation offset by the recapture of a reinsurance agreement. The
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Management's Discussion and Analysis
LIFECOme

increase in Europe reflects the effect of both higher premiums and deposits in the Reinsurance business and in the
individual segregated fund market, partially offset by the negative impact of currency translation.

NET INVESTMENT INCOME

Net investment income

For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change

Investment income earned $ 1,443 § 1,244 16% $ 4008 $ 3,591 12%
Amortization of gains and losses 150 169 1% 451 434 4%
Provision for credit losses 2 {3} - 9 N -71%
Gross investment income 1,595 1,410 13% 4,468 4,056 10%
Less: invesiment expenses 18 14 29% 52 41 27%
Net investment income $ 1,577 § 1,396 13% $ 4416 § 4,015 10%

Net investment income for the three months ended September 30, 2006 increased by $181 million or 13%
compared to the same period last year primarily as a result of an increase in assets in the European operations due
to the acquisition of a payout annuity block in 2006 (The Equitable Life Assurance Society ("Equitable Life") in the
United Kingdom).

Net investment income for the nine months ended September 30, 2006, increased by $401 miflion or 10%
compared to the same period last year, primarily as a result of an increase in assets in the European operations
due to the acquisition of two blocks of payout annuities (Phoenix and London in 2005 and Equitable Life in the
United Kingdom in 20086}.

FEE AND OTHER INCOME

In addition to providing traditional risk-based insurance products, the Company also provides certain products on a
fee-for-service basis. The most significant of these products is segregated funds, for which the Company earns
investment management fees, and group insurance ASO contracts, under which the Company earns administration
fees.

Fee income
For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change
Segregated funds $ 285 3 271 5% 3 850 § 790 8%
ASO contracts 220 222 -1% 681 691 -1%
Other 153 113 35% 451 327 38%
$ 658 $ 606 9% $ 1,982 $ 1,808 10%

In the third quarter, consolidated fee income was $658 million compared to $606 million for the third quarter of
2005. Canada increased $22 million due to strong segregated funds and mutual funds asset growth. Europe
increased $32 million year over year, due to strong segregated funds performance. In the United States, fee
income decreased by $2 million due to the negative impact of currency transiation. Fee income in US dollars was
up $14 million mainly due to an increase in FASCore participants and increased ASO business.

For the nine months ended September 30, 2006 fee income was $1,982 million compared to $1,808 million for the
same pericd in 2005, The increase is due to the same reasons as the three month period.
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The amount of segregated funds investment management fees eamed by the Company is influenced by the market
value of the underlying fund assets. As market conditions and expectations dictate, the Company may from time to
time utilize derivative contracts to hedge against declines in equity market levels. In 2006, the Company has
entered into certain derivative contracts that will provide a partiat hedge against a decline in the S&P/TSX 60
composite index.

PAID OR CREDITED TO POLICYHOLDERS

This amount includes increases in policy liabilities, claims, surrenders, annuity and maturity payments, dividend and
experience refund payments for risk-based products, but does not include benefit payment amounts for fee-based
products (ASO contracts and segregated funds).

In the third quarter, consolidated amounts paid or credited to policyholders were $4,871 million, up $1,221 million
over the third quarter of 2005. The $1,221 million increase was attributable to the United States and Europe which
were up $701 million and $446 million, respectively. The in guarter increase in the United States includes the
recapture of a reinsurance agreement of $562 million (US$497 million). The large increase in Europe is due to the
growth of payout annuities in the U.K. from the Phoenix and London and Equitable Life payout annuities
acquisitions and to a large payout annuity reinsurance contract written in 2006. Canada increased $74 million over
2005.

For the nine months ended September 30, 2006, consolidated amounts paid or credited to policyholders were
$13,831 million, up $1,284 million over the same period in 2005. The $1,284 million increase was attributable to
Europe which was up $956 million and the United States was up $294 million. Canada increased slightly by $34
million,

OTHER BENEFITS AND EXPENSES
Included in other benefits and expenses are operating expenses, commissions, interest expense on long-term debt
and other borrowings, and dividends on preferred shares, as well as premium taxes.

Other benefits and expenses

For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change

Total expenses $ 550 $ 549 0% § 1687 § 1,693 0%
Less: investment expenses 18 14 29% 52 M 27%
Operating expenses 532 535 -1% 1,635 1,652 1%
Commissions 325 294 1% 999 954 5%
Financing charges 54 49 10% 152 146 4%
Premium taxes 67 58 16% 193 183 5%
Total $ 978 § 936 4% $ 2979 § 2,935 1%

Operating expenses for the three months ended September 30, 2006 decreased $3 million compared to the same
period in 2005. Expenses in local currencies were up slightly but were offset by the strengthened Canadian dollar.
The increase in expenses was modest in relation to sales which increased $283 million or 21% in Canada and
$566 million or 37% in Europe in the same period.

Operating expenses for the nine months ended September 30, 2006 decreased $17 million or 1% compared to the
same period in 2005. Expenses in local currencies were up slightly but were offset by the strengthened Canadian
dollar. The increase in expenses was modest in relation to sales which increased $1,162 million or 24% in Canada
and $1,462 million or 27% in Europe in the same period.
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Management's Discussion and Analysis
LIFECOx

Financing charges consists of interest cn debentures and other borrowings, as well as distributions on preferred
shares classified as liabilities

INCOME TAXES

income taxes for the three month and nine month periods ended September 30, 2006 were $186 million and $481
million, respectively, compared to $140 million and $441 million for the same periods in 2005. Net income before
income taxes increased $120 million for the three months ended September 30, 2006 and $210 million for the nine
months ended September 30, 2008, over the same period in 2005. In 20086, the Company recognized the benefit of
reduced Canadian income tax rates, as previously announced by the Federal and Provincial governments. The
benefit recognized was approximately $24 million, $18 million of which is related to the non-recurring impact of
lower rates on future income taxes.

CONSOLIDATED FINANCIAL POSITION

ASSETS

Consolidated total assets under administration
September 30, 2006

United
Canada States Europe Total
Assets
Invested assets $ 43,523 $ 26,839 $ 23,589 $ 93,951
Goodwill and intangible assets 4,980 53 1,742 6,775
Other assets 1,534 1,327 12,381 15,242
Total assets 50,037 28,219 37,712 115,968
Segregated funds assets 41,696 17,043 (1) 22,745 81,484
Total assets under administration $ 91,733 $ 45,262 $ 60,457 $ 197,452
December 31, 2005
United
Canada States Europe Total
Assets
Invested assets $ 42 587 $ 26,153 $ 20,640 3 89,380
Goodwill and intangible assets 4,989 54 1,737 6,780
Cther assets 1,613 1,127 3,261 6,001
Total assets 49,189 27,334 25,638 102,161
Segregated funds assets 38,854 17,008 (1) 19,296 75,158
Total assets under administration $ 88,043 $ 44 342 $ 44 934 $ 177,319

(1) The Company's United States segregated funds include investment options that purchase guaranteed annuity contracts issued by the
Company. As of September 30, 2008, such investments had been made in the guaranteed interest annuity confracts in the amount of $49
million compared to $431 million for the same period in 2005. As the general account investments are also included in the segregated funds
account balances, the Company has reduced the segregated fund account balances by $382 million as of September 30, 2006 compared to
$377 million for the same pericd in 2005 to avoid overstatement of customer account values under management.

The increase in invested assets in 2006 is mainly attributable to Europe. The $2.9 billion increase in Europe is due
to a large payout annuity reinsurance contract in the Company’s Reinsurance business line in 2006, organic growth
in the U.K., a capital injection to support recent acquisitions in the U.K., and the impact of favourable currency
transiation.

Goodwill and intangible assets have not changed materially from December 31, 2005. Refer to the Company’s
2005 MD&A.
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Other assets have increased by approximately $9.2 billion due to an increase in funds held by ceding insurers of
approximately $9.5 billion as a result of the agreement to acquire the non-participating payout annuity business of
Equitabie Life.

Asset quality — general fund assets

The Company's allowance for credit losses decreased by $23 million to $96 million at September 30, 2006. The
combination of the allowance for credit losses of $96 million, together with the $1,322 million provision for future
credit losses in actuarial liabilities represents 1.8% of bond, mortgage and real estate assets at September 30,
2006 (1.7% at December 31, 2005).

Non-performing loans

September 30, 2006 December 31, 2005
Foreclosed Foreclosed
Asset class Bonds Mortgages  real estate Total Bonds  Morlgages  real estate Total
Non-performing
loans $ 104 $ PR 1 § 136 5 137§ 17 8 1 % 165
Allowances for credit losses
September 30, 2006 December 31, 2005
Specific Non-specific Specific Non-specific
provisions  provisions Total provisions  provisions Total
Bonds and mortgage loans $ 6 $ 60 $ 96 3 51 % 68 § 119

Fair value

The fair value of invested assets exceeded their carrying value by $3.4 biilion as at September 30, 2006 compared
to $4.2 billion at December 31, 2005. The decrease in fair value is due primarily to rising interest rates. Changes in
the fair value of assets supporting the actuarial and other liabilities of the Company's operating funds generally will
not result in a correspending change in net income due to corresponding changes in the fair value of actuarial and
other liabilities that are matched with those assets. However, the excess of fair value over carrying value, as weill
as the deferred net realized gains, on assets supporting shareholders’ equity and debentures will in time be
amortized to net income.

LIABILITIES

Liabilities have increased from $89.1 billion at December 31, 2005 to $101.9 billion at September 30, 2006. The
increase is attributable to an increase in actuarial liabilities. All other liabilities increased $1.5 billion since
December 31, 2005. Refer to the Company's 2005 MD&A.

Actuarial liabilities increased by approximately $11.3 billion mostly due to the agreement to acquire the non-
participating payout annuity business of Equitable Life, which increased actuarial liabilities by approximately $3.5
billion.

Debentures and other debt instruments increased from $1,903 million to $1,953 million mainly as & result of the
issuance of debt in the U.S. offset by the repayment of debt in Canada.

In the second quarter, the Company in the United States issued $336 million (US$ 300 million) of Fixed/Adjustable
Rate Enhanced Capital Advantaged Subordinated Debentures through its wholly owned subsidiary, Great-West
Life & Annuity Capital, LP ll. The subordinated debentures are due May 16, 2046 and bear an annual interest rate
of 7.153% until May 16, 2016. After May 16, 2016, the subordinated debentures will bear an interest rate of
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Management’s Discussion and Analysis
LIFECOxe

2.538% plus the 3-month LIBOR rate. The subordinated debentures are redeemable by the Company at the
principal amount plus any accrued and unpaid interest after May 16, 2016.

On September 19, 2006, Canada Life repaid the $250 million principal balance of its 8% subordinated debentures
due September 19, 2011.

SHARE CAPITAL AND SURPLUS
Share capital outstanding at September 30, 2006 was $5,772 million, which was comprised of $1,099 million
perpetual preferred shares and $4,673 million common shares.

The Company's share capital consists of common shares and preferred shares issued by the Company. At
September 30, 2006, the Company had 891,089,443 common shares outstanding with a stated value of $4,673
million compared to 890,689,076 common shares with a stated value of $4,660 million at December 31, 2005.
During the nine months ended September 30, 2006, 1,511,300 common shares were purchased for cancellation
pursuant to the Company's Normal Course Issuer Bid at a total cost of $43 million or $29.10 per share, and
1,911,667 shares were issued under the Company’s Stock Option Plan for a total value of $19 million or $10.18 per
share and $1 million transferred from contributed surplus to capital stock as options are exercised for a total of $20
million.

At September 30, 2006, the Company had four series of perpetual preferred shares outstanding with an aggregate
stated value of $1,099 million.

The terms and conditions of the $198 million, 5.90% Non-Cumulative First Preferred Shares, Series F, the $300
million, 5.20% Non-Cumulative First Preferred Shares, Series G, the $300 million, 4.85% Non-Cumulative First
Preferred Shares, Series H and the $300 million, 4.50% Non-Cumulative First Preferred Shares, Series | do not
allow the holder to convert to common shares of the Company or otherwise cause the Company to redeem the
shares. Preferred shares of this type are commonly referred to as perpetual and represent a form of financing that
does not have a fixed term. The Company, at its option, may redeem the Series F shares on or after September 30,
2008, the Series G shares on or after December 31, 2009, the Series H shares on or after September 30, 2010,
and the Series | shares on or after June 30, 2011. The Company regards the Series F shares, the Series G shares,
the Series H shares and the Series | shares as comprising part of its core or permanent capital. As such, the
Company only intends to redeem the Series F shares, the Series G shares, the Series H shares, or the Series |
shares with proceeds raised from new capital instruments issued during the life of the Series F shares, the Series G
shares, the Series H shares, or the Series | shares, where the new capital instruments represent equal or greater
equity benefit.

2006 activity
During the nine months ended September 30, 20086, the Company paid dividends of $0.6875 per common share for
a total of $613 million and perpetual preferred share dividends of $38 million.

On April 12, 2006, the Company issued 12,000,000 4.50% Non-Cumulative First Preferred Shares, Series | (the
“Series | Preferred Shares") with an aggregate stated value of $300 million. The Series | Preferred Shares are
redeemable at the option of the Company on or after June 30, 2011.

In total, share capital and surplus increased by $961 million, to $10,450 million at September 30, 2006 from
December 31, 2005. The slight weakening of the Canadian dollar against the British pound of $0.09 and euro of
$0.03, and the strengthening of $0.05 against the United States dollar in 2006 resulted in decreases to the currency
translation account of $89 miilion from December 31, 2005.
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LiQuiDITY AND CAPITAL MANAGEMENT AND ADEQUACY

Liquidity
The Company’s liquidity position has not changed materially from December 31, 2005. Refer to the Company’s
2005 MD&A.

Cash flows
Cash flows
For the three months For the nine months
ended September 30 ended September 30
2006 2005 2006 2005
Cash flows relating to the following activities:
Operations $ 1,348 3 810 $ 3,095 3 3,440
Financing (508) a7} (345) (446)
investment {793} (173) {2,515) (1,952)
50 590 235 1,042
Effects of changes in exchange rales on
cash and certificatas of deposit k1l (168) 71 {266)
Increase (decrease) in cash & certificates of deposit 81 422 306 776
Cash & certificates of deposit, beginning of period 3,186 2,826 2,961 2472
Cash & certificates of deposil, end of period $ 3,267 3 3,248 $ 3,267 $ 3,248

The principal source of funds for the Company is cash provided by operating activities, including premium income,
net investment income and fee income. These funds are used primarily to pay policy benefits, policyholder
dividends and claims, as well as operating expenses and commissions. Cash flows generated by operations are
mainly invested to support future liability cash requirements.

The increase in cash flow from operations is mainly due to higher premium income and investment income partially
offset by higher payments to policyholders. In the third quarter, cash was used to acquire an additional $793 million
of invested assets including bonds, stocks mortgages and real estate to support policy liabilities.

In addition, financing activities used $505 million reflecting the $250 million repayment of subordinated debentures
by a subsidiary and included dividend payments of $228 million. The weakening of the Canadian doilar against the
British pound and the euro increased reported cash & certificates of deposit by $31 million.

The increase in cash flows for the nine months ended September 30, 2006 is due to the same reasons as for the
three month period above,

Commitments/contractual obligations
Commitments/contractual obligations have not changed materially since December 31, 2005. Refer to the

Company's 2005 MD&A.

Capital management and adequacy

In Canada, the Office of the Superintendent of Financial Institutions (OSFI) has established a capital adequacy
measurement for life insurance companies incorporated under the Insurance Companies Act (Canada) and their
subsidiaries, known as the Minimum Continuing Capital and Surplus Requirements (MCCSR). Great-West Life's
MCCSR ratio at September 30, 2006 was 210% (208% at December 31, 2005). London Life's MCCSR ratio at
September 30, 2006 was 264% (237% at December 31, 2005). Canada Life's MCCSR ratio at September 30,
2006 was 227% {231% at December 31, 2005).
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GWL&A's risk-based capital ratio was 473% at December 31, 2005, well in excess of that required by the National
Association of Insurance Commissioners.

RATINGS
The Company and its major operating subsidiaries continue to hold very strong ratings.

On February 17, 2006, Dominion Bond Rating Service upgraded Lifeco’s senior debt rating by one notch to AA
(low). On October 17, 2006, Standard and Poor's Ratings Services upgraded Canada Life's subordinated debt
rating by one notch to AA-. The remaining ratings identified in the table were all reaffirmed in 2005.

Great- London Canada

Rating agency Measurement Lifeco West Life Life GWLEA
AM. Best Company Financial Strength A+ A+ A+ A+
Dominion Bond Rating Service Claims Paying Ability IC1 1C-1 IC-1 NR

Senior Debt AA (low)

Subordinated Debt AA (low)
Fitch Ratings Insurer Financial Strength AA+ AA+ Al AA+
Moody's Investors Service Insurance Financial Strength Aa3 Aald Aa3 Aal
Standard & Poor's Ratings Services Insurer Financial Strength AA AA AA AA

Senior Debt At

Subordinated Debt AA-

RISK MANAGEMENT AND CONTROL PRACTICES

Insurance companies are in the business of assessing, assuming and managing risk. The types of risks are many
and varied, and will be influenced by factors both internal and external to the businesses operated by the insurer.
These risks, and the control practices used to manage the risks, are discussed in detail in the Company's 2005
MD&A.

Foreign exchange risk

In the third quarter of 2006, the Company's foreign currency denominated operating results were translated to
Canadian dollars at the prevailing year-to-date rate. In the third quarter of 2005, the US dollar operating results of
the United Slates segment were translated into Canadian dollars at $1.3176. The operating results of the Europe
segment were translated into Canadian dollars at $2.3214 for the British pound, $1.6180 for the euro, and $1.2534
for US dollars. The 2005 translation rates included the beneficial impact of forward foreign exchange contracts that
expired at the end of 2005.

FUTURE ACCOUNTING POLICIES

Earnings per share - CICA Handbook Section 3500, Earnings per Share, is expected to be amended in 2006 to
require inclusion of the dilutive effects of convertible securities in the calculation of diluted eamnings per share,
regardless of the Company's intention to settle the securities in cash or common shares, As a result, the Company
will include the dilutive effects of its convertible preferred shares in the calculation of diluted eamings per share.
This change is not expected to have a material impact on the financial statements of the Company.

Financial instruments - Effective January 1, 2007, the Company will be required to comply with the new provisions
of the CICA Handbook on accounting for Financial Instruments. The new sections on Financial Instruments,
Hedges and Comprehensive Income, including revisions to the section on Life Insurance Enterprises and many
other sections, replace all previous guidance an these items issued by the CICA.
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On June 22, 2006, The Office of the Superintendent of Financial Institutions Canada issued Guideline D-10 —
Accounting for Financial Instruments Designated as Fair Value Option, which provides additional guidance to
certain federally regulated financial institutions, including life insurance companies.

The new guidance introduces the concept of Other Comprehensive Income, which will track unrealized gains and
losses experienced by the Company on certain investments and derivative instruments, and the currency
translation account movement. Other Comprehensive Income together with Net Income provides the financial
statement reader with Comprehensive Income. Comprehensive Income is the total of all realized and unreatized
income, expenses, gains and losses related to the Consolidated Balance Sheet including currency translation gains
and losses on foreign subsidiary operations.

Derivative instruments, previcusly off-balance sheet, will be recognized at their market value in the balance sheet.

The Company will mark-to-market certain investments, primarily investments actively traded in a public market, and
certain financial liabilities. Changes in market values will flow through net income for investments backing actuarial
liabiiities. This impact is expected to be largely offset by corresponding changes in the actuarial liabilities.
Similarly, net income will reflect market value changes in certain financial liabilites and realized gains and iosses
on certain investments backing surplus. Unrealized gains and losses on investments backing surplus will flow
through Other Comprehensive Income until they are realized. No change to the Company's method of accounting
for real estate or loans is anticipated.

Life Insurance enterprises will no longer defer net realized gains on financial instruments (bonds, stocks, and
mortgages), nor wiil they be allowed to carry investments in stocks at cost plus a moving average market value
adjustment for unrealized gains and losses. Deferred net realized gains on bonds, stocks, and mortgages, carried
on the balance sheet at December 31, 2006, will be transferred to surplus on transition to the new rules. At
September 30, 2006, deferred net realized gains totaled $2.726 million or $2,535 million excluding real estate.
Included in this total is $89 million of gains realized on bonds, stocks and mortgages that supported shareholders
capital and surplus.

The Company is continuing its review of the potential impact that these new accounting requirements will have on
the financial statements of the Company.

The new accounting guidance is expected to contribute to volatility within certain income statement line items,
particularly for investment income and actuarial provisions. However, based on the Company’s review to this point,
it does not expect that the new guidance will result in a material impact on net income, other than as a result of the
inability to continue to amortize the balance of net deferred realized unamortized gains on assets supporting
shareholders capital and surplus that will exist at the time of transition to the new accounting rules. For the nine
months ended September 30, 2006, the amortization of net realized and unrealized gains totaled $451 million.
Included in this amount is $67 million of amortization in connection with bonds, stocks and mortgages associated
with shareholders capital and surplus that will not continue under the new accounting guidance.

Other Comprehensive Income will reflect movement previously credited or charged to surplus {currency translation

account), as well as some market value changes not previously recorded (unrealized gains or losses on assets
supporting shareholders capital and surplus).
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SEGMENTED OPERATING RESULTS

The consolidated operating results of Lifeco include the operating results of Great-West Life, London Life, Canada
Life and GWL&A.

For reporting purposes, the consolidated operating results are grouped into four reportable segments, Canada,
United States, Europe, and Lifeco Corporate reflecting geographic lines as weill as the management and corporate
structure of the companies.

CANADA

The Canadian segment of Lifeco includes the operating results of the Canadian businesses operated by Great-
West Life, London Life, and Canada Life. There are two primary business units included in this segment. Through
its Group Insurance business unit, the Company provides life, health, disability and creditor insurance products to
group clients in Canada. Through its Individual Insurance & Investments Products business unit, the Company
provides life, disability and critical iliness insurance products to individual clients, as well as accumulation and
payout annuity products for both group and individual clients in Canada.

Selected consolidated financial information - Canada

For the three months For the nine months
ended Septernber 30 ended September 30
2006 2005 % Change 2006 2005 % Change
Total premiums and deposits $ 3,318 & 3,004 7% $ 10,843 § 9,945 9%
Fee and other income 220 198 11% 659 576 14%
Paid or credited to policyholders 1,614 1,540 5% 4,759 4,725 1%
Net income - common shareholders 221 203 9% 670 602 1%
Total assets $ 50,037 $ 48,935 2%
Segregated funds assets 41,696 38,051 10%
Total assets under administration $ 91,733 $ 86,986 5%
18
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FINANCIAL INFORMATION — CANADA

Consolidated operations

For the three months For the nine months
ended September 30 ended September 30
2006 2005 2006 2005
Income:
Premium income $ 1,563 $ 1,451 $ 4,774 $ 4,653
Net investment income 695 695 2,065 2,072
Fee and other income 220 198 659 576
Total income 2,478 2,344 7,498 7,201
Benefits and expenses:
Paid or credited to policyholders 1,614 1,540 4,759 4,725
Other 509 488 1,656 1,564
Amortization of finite life intangible assels 4 3 1" 10
Net operating income before income taxes 351 313 1,072 902
Income taxes 89 81 262 205
Net income before non-controlling interests 262 232 810 697
Non-controlling interests 30 21 108 73
Net income - shareholders 232 21 702 624 B
Perpetual preferred share dividends 11 8 32 22
Net income - common shareholders 3 221 $ 203 3 670 3 602 2
b
=
O
NET INCOME =
o
Net income - commeon shareholders 8 .
For the three months For the nine months %
ended September 30 ended September 30 e
2006 2005 % Change 2006 2005 % Change
Group Insurance $ 90 § 78 15% $ 255 § 222 15%
Individual Insurance & Investment Products 148 140 6% 434 401 8%
Corporate {17) (15) - {19) (21} -
$ 221 $ 203 9% $ 670 $ 602 M%
19

FOWER CORPORATION OF CANADA — THIRD QUARTER REPORT 2006

C 17




U
=z
O
J
Lt
=
—t
-
W
ut
2
-
T
]
o
D

GREAT-WEST

Management's Discussion and Analysis
LIFECOx«

PREMIUMS AND DEPOSITS AND SALES

For the three months For the nine months
Premiums and deposits ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Group Insurance $ 1178 § 1,147 3% $ 3602 $ 3447 4%
Individual Insurance & Investment Products 2,140 1,947 10% 7,241 6,498 11%
Total premiums and deposits $ 3318 § 3,094 7% $ 10,843 § 9945 9%
Summary by Type
Risk-based products 3 1,563 % 1,451 8% $ 4774 § 4,553 5%
ASQ contracts 510 477 7% 1,599 1453 10%
Segregated funds deposits
tndividual products 577 538 7% 2,202 1,935 14%
Group products 668 628 6% 2,268 2,004 13%
Total premiums and deposits $ 3318 $ 3004 7% $ 10,843 § 9,945 9%
For the three months For the nine months
Sales ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Group Insurance $ 72 & 69 4% $ 303 § 277 9%
individual Insurance & Investment Products 1,579 1,299 22% 5,622 4,486 25%
Total sales $ 1,651 § 1,368 21% $ 5925 % 4,763 24%

BUSINESS UNITS - CANADA

GROUP INSURANCE

in Canada, the Company offers effective benefit solutions for large and small employee groups. Through its
Canada Life subsidiary, the Company is a recognized teader in the creditor insurance business with over $1.4
billion in annual direct premium.

2006 DEVELOPMENTS
+ Netincome to shareholders increased by $33 million or 15% to $255 million over 2005.
» Overall sales results grew by 9% compared to 2005.

OPERATING RESULTS

Net income

In quarter
Net income attributable to common shareholders was $90 million, which represents an increase of $12 million or
15% compared to the third quarter of 2005.

The increase reflects improved mortality experience on lower than expected claims and higher interest gains mainly
due to favourable investment experience and asset/liability matching.

20

POWER CORPORATION OF CANADA — THIRD QUARTER REPORT 2006

< 138




GREAT-WEST

LIFECOn

Management’s Discussion and Analysis
- Canada

Nine months

Net income attributable to common shareholders was $255 million, which represents an increase of $33 million or
15% compared to the nine months ended September 30, 2005.

The increase reflects improved morbidity experience on small and mid-size long term disability cases, more
favorable morbidity results due to actuarial reserve basis change in 2006 and higher interest gains mainly due to
favourable investment experience and asset/liability matching.

Premiums and deposits and sales

Group Insurance - divisional summary

For the three months

For the nine months

Premiums and deposits anded September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Small/mid-sized case $ 469 3 458 2% 3 1,394 § 1,363 2%
Large case - insured 403 392 3% 1,189 1,177 1%
-ASO 510 477 7% 1,599 1,453 10%
- creditor/direct marketing 27 35 -23% 96 103 -7%
Sub-total 1,409 1,362 3% 4,278 4,096 4%
Premiums reinsured
Small/mid-sized case {124} (106} (357) (351)
Large case - insured {107} {109} {319) (298)
Net premiums $ 1178 $ 1,147 3% $ 3,602 $ 3,447 4%
For the three months For the nine months
Sales ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Small/mid-sized case $ 44 3 41 7% $ 134 5 128 6%
Large case - insured 18 12 50% 49 40 23%
-AS0O 6 11 -45% 89 77 16%
- creditor/direct marketing 4 5 -20% 31 34 -9%
Total sales $ 72 69 4% $ 303 5 277 9%
In quarter

Total net premiums and deposits were $1,178 million, which is 3% higher than the third quarter of 2005. Large
case ASO premiums and deposits increased 7% resulting from strong sales in the first quarter of 2006.
Creditor/direct marketing net premiums decreased 23% mainly due to an increase in the percentage of premium
reinsured in 2006 retroactive to the beginning of the year.

Overall sales results in the quarter were up 4% compared to 2005. The increase in large case insured sales was
mainly due to one sale of $6 million in 2006,

Nine months

Total net premiums and deposits were $3,602 million, which is 4% higher than the nine months ended September
30, 2005. Large case ASO premiums and deposits increased 10% resulting from strong sales in 2006.
Creditor/direct marketing net premiums decreased 7% mainly due to an increase in the percentage of premium
reinsured in 2006.

Overall sales results for the nine months ended September 30, 2006 were up 9% compared to 2005. The increase
in large case ASO sales was mainly due to two large sales in 2006 for $42 million compared to one large sale in
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GREAT-WEST

Management’s Discussion and Analysis
LIFECOxe

2005 for $28 million. The increase in large case insured sales was mainly due to an in quarter large sale of $6
million.

INDIVIDUAL INSURANCE & INVESTMENT PRODUCTS

Individual Insurance & Investment Products (IIIP) consists of four business tines: Individual Life Insurance, Living
Benefits, Individual Retirement & Investment Services (IRIS) and Group Retirement Services. Products are
distributed through Freedom 55 Financial™ and Great-West Life financial security advisors, Canada Life distribution
partners, including managing general agents (MGAs), independent brokers and intercorporate agreements with
other financial institutions.

2006 DEVELOPMENTS
e Universal life sales continue to be strong; premiums are 83% greater than in 2005.

e Sales of retail investment funds, including segregated funds and mutual funds, increased 21% and contributed
to asset growth of aver 12% since December 31, 2005.

* Sales of Group Capital Accumulation Plans, Payout Annuities and Investment Only business increased 59%
contributing to an increase in Group segregated funds assets of 7% since December 31, 2006.

OPERATING RESULTS

Net income - common shareholders

For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change

Individual Life $ " 5 56 27% $ 184 % 141 30%
Living Benefits 19 15 27% 52 46 13%
Individual Retirement & Investment Services 37 46 -20% 128 133 -4%
Group Retirement Services 21 23 -9% 70 81 -14%
$ 148 § 140 6% $ 434 3 401 8%

Net income

In quarter
Net income attributable to common shareholders was $148 million compared to $140 million in the third quarter of

2005, an increase of $8 million or 6%.

Individual Life net income was $71 million compared to $56 million in the third quaner of 2005. The increase in net
income reflects favourable actuarial reserve basis change in 2006 partially offset by less favourable mortality claims
experience.

Living Benefits net income was $18 million compared to $15 million in the third quarter of 2005. The favourable
2006 results reflect a marked improvement in morbidity experience and increased investment gains.

IRIS net income was $37 million compared to $46 million in the third quarter of 2005. The unfavourable impact of
actuarial reserve basis change, minimum interest rate guarantee reserve increases and poor mortality experience
were partially offset by improved expense gains from the growth of our segregated and mutual fund products.

Group Retirement Services net income was $21 million compared to $23 million in the third quarter of 2005. The
decrease in net income reflects poor mortality experience partially offset by improved expense gains.
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Net income attributable to the participating account was $25 million, $9 million more than in the third quarter of
2005, largely driven by higher investment gains in connection with an increased proportion of equities backing
policy liabilities in the participating accounts.

Nine months
Net income attributable to common shareholders was $434 million compared to $401 million for the nine months

ended September 30, 2005, an increase of $33 million or 8%.

Individual Life net income was $184 million compared to $141 million for the nine months ended September 30,
2005. The increase reflects a more favourable actuarial reserve basis change in 2006 and improved mortality
experience. This result was partially offset by additional new business strain due to the continued large increase in
universal life sales in 2006.

Living Benefits net income was $52 million compared to $46 million for the nine months ended September 30,
2005. The increase reflects improved investment and morbidity experience partially offset by lower expense gains
and less favourable surrender experience.

RIS net income was $128 million compared to $133 million for the nine months ended September 30, 2005. The
unfavourable impact of actuarial reserve basis change, minimum interest rate guarantee reserve increases and
poor mortality experience were partially offset by improved expense gains from the growth of our segregated and
mutual fund products.

Group Retirement Services net income was $70 million compared to $81 million for the nine months ended
September 30, 2005. The decrease in net income reflects less favourable actuarial reserve basis change impact,
lower investment gains and poor mortality expenience partially offset by an increase in fees from investment fund
asset growth and improved securities profits.

Net income attributable to the participating account was $94 million, $35 million more than for the nine months

ended September 30, 2005, largely driven by higher investment gains in connection with an increased proportion of
equities backing policy liabilities in the participating accounts.
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Management's Discussion and Analysis
LIFECOn

Premiums and deposits and sales

Individual Insurance & Investment Products - divisional summary

For the three months For the nine months
Premiums and deposits ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Life Insurance - Participating $ 447 § 432 3% $ 1,358 ¢ 1,317 3%
- Non-participating 141 123 15% 399 356 12%
Living Benefits 61 58 5% 180 172 5%
Individual Retirement & Investment Services
Risk-based products 102 65 57% 267 27 -1%
Segregated funds 577 538 7% 2,202 1,935 14%
Group Retirement Services
Risk-based products 144 103 40% 567 443 28%
Segregated funds 668 628 6% 2,268 2,004 13%
Total premiums and deposits $ 2,140 § 1,947 10% $ 7241 § 6,498 1%
For the three months For the nine months
Sales ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Life Insurance - Participating $ 18 % 17 6% $ 56 $ 57 -2%
. - Non-participating k3 23 35% 90 63 43%
< Living Benefits 12 1" 9% 31 34 9%
o Individual Retirement & Investment Services
o Risk-based products 210 154 36% 551 580 -5%
= Segregated funds 672 629 7% 2,571 2,272 13%
& Securities " 230 160 44% 809 529 53%
= Group Retirement Services
E Risk-based products 73 28 161% 328 150 119%
é Segregated funds 219 181 21% 832 521 60%
Securities " 114 96 19% 354 280 26%
Total sales $ 1,579 § 1,299 22% $ 5622 $ 4,486 25%

{*) Includes mutual funds distributed by Quadrus Iinvestment Sarvices, stock incentive and mutual funds administered by GRS Securities Inc.
and portfolio assets managed by Laketon Invastment Management.

INDIVIDUAL LIFE

In quarter

Individual life insurance sales were $49 million during the third quarter of 2006 and $9 million or 23% higher than
the third quarter of 2005. The major factor in this is a 57% increase in universal life product sales and term sales
were 13% higher than the third quarter of 2005. Participating products were 6% higher than last year at $18 million.

Premiums and deposits on individual life products increased $33 million from the third quarter of 2005 to $588
million in the third quarter of 2008, highlighted by a 15% growth in non-participating revenue premium. These
results reflect both continued strong persistency and excellent sales momentum, particularly in the universal life
product line.

Nine months

Individual life insurance sales were $146 million for the first nine months of 2006 and $26 million or 22% higher
than the same period in 2005. This is led by an 84% increase in universal life product sales. Term sales were 7%
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higher than 2005 in a very price competitive market while participating products sales decreased by 2% compared
to 2005 due to lack of large case sales.

Premiums and deposits on individual life products increased $84 million from the nine months ended September
30, 2005 to $1,757 million in the nine months ended September 30, 2006, highlighted by a 12% growth in non-
participating revenue premium, which reflects continued strong persistency results for the Company.

LIVING BENEFITS

In quarter
Total living benefits sales were $12 million, 9% higher than in the third quarter of 2005. Critical illness sales were

20% higher than in the third quarter of 2005 while disability sales were in line with 2005.

Total living benefits premiums were $61 million, 5% higher than the third quarter of 2005. The result reflects growth
in both disability and critical illness premiums, evidencing good persistency and strong critical illness sales in the
third quarter of 2006.

Nine months

Tota! living benefits sales were $31 million, 9% lower than for the nine months ended September 2005, due mainly
to exceptional critical illness sales in 2005. Premium rates were increased in response to reinsurer rate increases
in the Canadian critical illness insurance market in the fourth quarter of 2004 for both the Great-West Life and
Canada Life brands. Significant volumes of the previous series of less expensive critical illness products continued
to be placed in the first half of 2005.

Total living benefit premiums were $180 million, 5% higher than for the nine months ended September 30, 2005 for
the same reasons as the three month period.

]
=
m
-
-
=
fusl
[%4]
pe]
r—
M
kanl
[}
<
=
o

25

FOWER CORPORATION OF CANADA — THIRD QUARTER REPORT 2006

C 23




GREAT-WEST

Management's Discussion and Analysis
LIFECOx

Assets under administration

Assets under administration

September 30 December 31
2006 2005 2005 2004
Business/Product
Individual Retirement & Investment Services
Risk-based producls $ 5959 $ 6,001 $ 6,041 § 6,129
Segregated funds 19,535 17,668 18,175 15,759
Group Retirement Services
Risk-based products 5,888 5,820 5,846 5,825
Segregated funds 22,161 20,383 20,679 18,699
Total assets under administration $ 53,543 § 49,872 $ 50741 % 46,412
Other plan assets ("
Business/Product
Individual Retirement & Investment Services $ 4654 % 2,774 $ 3310 § 2,174
Group Retirement Services $ 6,265 § 6,846 $ 7001 § 6,986
Total assets under administration and other plan assets
Individual Retirement & investment Services " $ 30148 § 26,443 $ 27526 $ 24,082
Group Retirement Services " $ 3434 3 33049 $ 33526 $ 31,510

{1) Includes mutual funds distributed by Quadrus Investment Services, stock incentive and mutual funds administered by GRS Secunties Inc.
and portfolio assets managed by Laketon Investment Management.

INDIVIDUAL RETIREMENT & INVESTMENT SERVICES (IRIS)

In quarter

Segregated funds sales increased by 7% over the same period in 2005. Growth was achieved by each of Great-
West Life, London Life and Canada Life in quarter, with Great-West Life up over 18%. Segregated funds assets
increased by over 3% in quarter to $19.5 billion at September 30, 2006 due to strong investment market growth and
positive net cash flow.

Premiums from risk-based products increased 57% over the third quarter of 2005 and sales increased by 36%, with
both payout annuity and guaranteed savings products showing excellent growth in all distribution channels.

Sales of mutual funds through Quadrus Investment Services increased 44% over the same quarter in 2005.
Mutual fund assets grew to nearly $4.7 billion at September 30, 2006, with $1.7 billion of the total in proprietary
Quadrus Group of Funds. Quadrus acquired another book of mutual fund business comprising $282 miltion of
assets and 44 representatives which contributed to the growth in third party mutual fund assets under
administration. Additional acquisitions of mutual fund books and investment representatives are being evaluated
which will continue to build scale and opportunity for additional profitability for Quadrus and future insurance
product business.

Nine months

IRIS experienced a strong nine months highlighted by a 13% increase in segregated funds sales over the nine
months ended September 30, 2005 with all three operating companies achieving strong growth, lead by Canada
Life at 23%. This sales growth is partly due to the momentum created from a lengthy period of favourable
investment markets performance and the continuing strong marketing and competitive product offerings.
Segregated fund assets increased by 7% in year to $19.5 billion at September 30, 2006. This increase in assets

26

POWER CORPORATION OF CANADA — THIRD QUARTER REPORT 2006

C 24




GREAT-WEST

Management's Discussion and Analysis
LIFECOn

was achieved from good net cash flow of 4% of opening assets and an increase in net investment gains, which
were approximately 4% of opening assets.

Premiums from risk-based products decreased 1% from the nine months ended September 30, 2005 and sales
were down 5%. In the first two quarters of the year, strong equity markets diverted sales focus away from
guaranteed investments. Also, structured settlement annuity sales were lower in 2006. However, strong third
quarter resuits in these product lines provides momentum for a strong finish to the year.

Sales of mutuai funds through Quadrus Investment Services increased 53% over the nine months ended
September 30, 2005. Mutual fund assets grew by 41% from December 31, 2005 to nearly $4.7 billion at
September 30, 2006. Since late 2005, Quadrus has acquired books of mutual funds business comprising $920
million of assets and over 125 representatives which has contributed to the growth in third party mutual fund assts
under administration.

GROUP RETIREMENT SERVICES

In quarter

Segregated funds deposits increased by 6% versus 2005 with deposits to administered plans increasing by 19%
offset by a decline in investment only deposits. Sates of new plans increased 21% over 2005, continuing the
momentum from previous quarters. Segregated fund assets increased by over 3% in quarter due to strong
investment market growth and positive net cash flow,

Premiums and sales of risk-based products increased significantly over 2005 reflecting a 222% increase in group
payout annuity sales. This increase is attributable to the Company's increased focus on the product in the last 15
months.

Other plan assets grew by about 3% due to the increases in the market value of the securities.

Nine months

Segregated fund deposits increased 13% from the first nine months of 2005 with deposits to administered plans
increasing by 19%. Sales of new plans increased 60% over 2005 highlighted by outstanding large case results in
the first quarter. Segregated fund assets increased 7% from December 31, 2005 due to both strong net cash flow
and market gains.

Premiums and sales of risk-based products increased significantly over 2005 refiecting the 132% increase in group
payout annuity sales.

The decline in other plan assets from December 31, 2005 is largely due to the loss of a $770 million contract. The
loss of this low margin, record keeping services only contract has allowed resources to be directed to increasing
our more profitable businesses. The Company has a strategy in place to improve the profitability on the remaining
block of other plan assets over the next few years.
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CORPORATE

Canada Corporate consists of items not associated with the Canadian business units, including income on surplus
assets, financing costs, expenses and income taxes.

Net Income

In quarter
Net charge in the quarter was $17 million compared to a charge of $15 million in 2005. The decrease in earnings
reflects lower income on capital in 2006 and higher tax benefits in 2005.

Nine months

Net charge for nine months was $19 million compared to a charge of $21 million in 2005. In addition to the items
described above, the 2005 result included the release of a redundant real estate investment provision of $10 million
after-tax.
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Management's Discussion and Analysis
LIFE C OINC. - United States

UNITED STATES

The United States operating results for Lifeco include the results of GWL&A and the results of the insurance
businesses in the United States branches of Great-West Life and Canada Life, together with an allocation of a
portion of Lifeco’s corporate results.

2006 DEVELOPMENTS

*» GWLSA closed on an agreement to acquire certain 401(k) plan business from Metropolitan Life Insurance
Company and its affiliates on October 2, 2006,

* On October 31, 2006, GWL&A reached an agreement with Key Family of Companies in Indiana to acquire all of
the outstanding shares of Indiana Health Network, Inc. (IHN}, an Indiana-based hospital and physician network.
GWL&A expects the transaction will close by December 31, 2006, will add nearly 75,000 members to GWL&A's
healthcare division, and will be accretive to eamnings in 2007.

¢ Overall, net income in the quarter in US dollars is 6% lower than 2005, with Financial Services down 15% and
Healthcare up 5%.

* Membership continued an upward trend, due to growth in specialty markets.

» Effective July 1, 2006, the Company recaptured the business ceded under a bulk reinsurance treaty in 2003.
As a result of the recapture, the Company increased its policy liabilities by US$497 million, and reduced its
funds held under reinsurance contracts by US$497 million. As well, the Company recorded a US$497 million
increase in premiums and deposits, and a US$497 million increase in amounts paid or credited to
policyhoiders.

AGREEMENT TO ACQUIRE 401(k) PLAN BUSINESS

On June 26, 2006, GWL&A entered into an agreement to acquire several parts of the full service-bundled, small
and midsize 401(k), as well as some defined benefit plan business, of Metropolitan Life Insurance Company and its
affiliates. The acquisition also includes the associated dedicated distribution group, including wholesalers,
relationship managers and sales associates. The transaction closed on October 2, 20086,

In anticipation of a large receipt of cash from the transaction, the Company purchased approximately US$1.4 billion
of U.S. government securities at close of business on September 29th in order to fix the interest rate earned.
These purchases coincided with the pricing of the reinsurance transaction which settled on October 2, 2006. The
purchases settied in early October. At September 30, both asset and liability balances have increased by
approximately US$1.4 billion to reflect this transaction. Upon closing, the transaction is expected to increase
assets and policyholder liabilities by US$1.4 billion on the consolidated balance sheet. In addition, the Company
wilt receive fee income by providing administrative services and recordkeeping functions on approximately US$6.3
billion of participant account values.
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- United States

Management's Discussion and Analysis
LIFECOm-

Selected consolidated financial information - United States

For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change

Total premiums and deposits $ 3088 3 2,568 20% $ 8463 % 8.478 0%
Fee and other income 283 285 -1% 870 875 -1%
Paid or credited to policyholders 1,420 719 97% 3,101 2,807 10%
Net income - common shareholders 122 151 -19% 383 445 -14%
Total assets $ 28,219 § 27147 4%
Segregated funds assets (1) 17,043 16,740 2%
Total assels under administration $ 45262 $ 43 887 3%

{1) The Company's United States segregated funds include investment options that purchase guaranteed annuity contracts issued by the
Company. As of September 30, 2006, such investments had been made in the guaranteed interest annuity contracts in the amount of $49
million compared to $431 million for the same period in 2005. As the genera! account investments are also included in the segregated funds
account balances, the Company has reduced the segregated fund account balances by $382 million as of September 30, 2006 compared to
$377 million for the same period in 2005 to avoid overstatement of customer account values under management.

FINANCIAL INFORMATION — UNITED STATES

Consolidated operations
For the three months

For the nine months

ended September 30 ended September 30
2006 2005 2006 2005
Income:
Premium income $ 1.261 $ 553 $ 2,630 $ 2,329
Net investment income 3319 367 1,011 1,123
Fee and other income 283 285 870 875
Total income 1,883 1,205 4,511 4,327
Benefits and expenses:
Paid or credited to policyholders 1,420 719 3101 2,807
Other 287 288 862 900
Net operating income before income taxes 176 198 548 620
Income taxes 52 45 157 170
Net income before non-controlling interests 124 153 391 450
Non-controlling interests 2 2 8 5
Net income - common shareholders $ 122 $ 151 $ 383 $ 445
30
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NET INCOME
Net income - common shareholders
For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change
Healthcare $ 49 § 55 -11% $ 130 $ 170 -24%
Financial Services T 96 -27% 242 268 -10%
Corporate 3 - - 11 7 57%
$ 122 3 151 -19% $ 383 % 445 -14%
In millions US $ $ 110 8 117 -6% $ 339 % 336 1%
PREMIUMS AND DEPOSITS AND SALES
For the three months For the nine months
Premiums and deposits ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Heaithcare $ 1,536 § 1,603 -4% $ 4814 & 4,878 -1%
Financial Services 1,548 965 60% 3,649 3,600 1%
Total premiums and deposits $ 3084 § 2568 20% $ 8463 § 8,478 - A
=
Summary by Type =
Risk-based products $ 1,261 § 553 128% $ 2630 §$ 2,329 13% g
Self-funded premium equivalents m
(ASC contracts) 1,222 1,373 -11% 3,938 4,232 -7% -
Segregated funds deposits E
Individual products 149 a7 217% 322 149 116% 2
Group products 452 595 -24% 1,573 1,768 -11% E
Total premiums and deposits $ 3,084 § 2,568 20% $ 8463 §$ 8,478 - =
Total premiums and deposits US § $ 2772 § 2,183 27% $ 7,489 $ 5,949 8%
For the three months For the nine months
Sales ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Healthcare $ 153 § 373 -58% $ 650 § 844 -23%
Financial Services 433 403 7% 1,421 1.239 15%
Total sales $ 586 3 776 -24% $ 2071 $ 2,083 -1%
Total sales US $ $ 530 $ 654 -19% $ 1,832 § 1,707 7%
31
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Management's Discussion and Analysis
— United States

HEALTHCARE

Net income

In quarter
In quarter earnings in the Healthcare business unit totalled US$44 million, which is a 5% increase compared to third
quarter of 2005 reflecting increased fee revenue.

Nine months

For the nine months ended September 30, 2006, earnings in the Healthcare business unit totalled US$115 million,
which is a 10% decrease compared to the same period in 2005. A deterioration in the aggregate stop loss claims
experience in all U.S. Market segments and individual stop loss claims experience primarily in Mid, National and
Specialty Markets was partially offset by increased administrative fees on higher membership and increased
Pharmacy Benefit Management revenue.

Premiums and deposits and sales

Healthcare - divisional summary
For the nine months
ended September 30

For the three months

Premiums and deposits ended September 30

sz Business/Product 2006 2005 % Change 2006 2005 % Change
5 Group life and health - guaranteed $ 34 3 230 37% $ 876 % 646 36%
! - ASO 1,222 1,373 -11% 3,938 4,232 -T%
5 Total premiums and deposits $ 1,536 $ 1,603 -4% $ 4,814 3% 4,878 -1%
—
§ Total premiums and deposits US $ € 1385 § 1,357 2% $ 4260 % 3,998 7%
_—
= For the three months For the nine months
& Sales ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Group life and health $ 53 5 373 -59% 3 650 $ 844 -23%
Total sales US $ $ 139 % 312 -55% $ 575 5 692 A7%
Healthcare - members (in thousands)
Change for the
three months ended
September 30 Total at September 30
2006 2005 2006 2005 % Change
Select and mid-market {19) 19 1,215 1,285 -5%
National and Specialty Market 44 54 887 680 30%
Total 25 73 2,102 1,965 7%
32
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in quarter

The reported net premiums and deposits decreased by 4% compared to the third quarter of 2005. Healthcare
premiums and deposits for the quarter increased 2% to US$1,385 million due, primarily to the termination of a stop
loss reinsurance agreement effective January 1, 2006 which resulted in a decrease in ceded premium of US$65
million compared to the third quarter of 2005,

Excluding the impact of reinsurance activity in 2005, premium income totalled US$1,421 million.

Healthcare sales decreased 55% to US$139 million for the third quarter of 2006 over the same period last year.
This decrease is attributable to one large case sold in the National market in third quarter 2005 which was not
duplicated in 2006 and lower average case sizes sold in the third quarter of 2006, primarily in Mid Market.

Nine months

The reported net premiums and deposits decreased by 1% compared to the nine months ended September 30,
2005. Healthcare premiums and deposits for the period increased 7% to US$4,260 million due, in part, to renewal
price increases and increased membership primarily in Specialty Markets. The termination of a stop loss
reinsurance agreement effective January 1, 2006 resulted in a decrease in ceded premium of $190 million
compared to the nine months ended September 30, 2005.

Excluding the impact of reinsurance activity in 2005, premium income totalled US$4, 188 million.

Membership at September 30, 2006 of 2.102 million members increased 4% from 2.025 million members at
December 31, 2005, and 7% from 1.965 million members a year ago, mainly due to Speciaity Market sales.

Healthcare sales decreased 17% to US$575 million for nine months ended September 30, 2006 over the same
period last year. This decrease is primarily attributable to fower National and Mid Markets sales partially offset by
increases in the Select Market.

FINANCIAL SERVICES
Net income

In quarter

In quarter earnings were $70 million, which is a decrease of $26 million comparad to the same period in 2005.
Earnings decreased US$11 million or 15% compared to the same period in 2005 primarily as a result of a US$16
million tax benefit recorded in 2005 related to the resolution of prior years tax issues.

Nine months

For the nine months ended September 30, 2006, earnings were $242 million, which is a decrease of $26 million
compared to the same period in 2005. In US dollars, earnings increased 5% compared to the same period in 2005
primarily as a result of higher fee income and net investment margins.
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Management's Discussion and Analysis
LIFECOINC- — United States

Premiums and deposits and sales

Financial Services - divisional summary

For the three months For the nine months
Premiums and deposits ended Septemnber 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Individual Markets $ 343 § 192 79% $ 863 3 621 39%
Retirement Services 643 773 -17% 2,224 2979 -25%
Sub-total 986 965 2% 3,087 3,600 -14%
Premiums recaptured 562 - - 562 - -
Total premiums and deposits $ 1,548 5 965 60% $ 3649 & 3600 1%
Individual Markets $ 343 5 192 79% s 863 S5 621 39%
Retirement Services 1,205 773 56% 2,786 2,979 6%
Total premiums and deposits $ 1548 3% 965 60% $ 3649 $ 3,600 1%
Total premiums and deposits US $ $ 1387 3% 826 68% $ 3229 § 2951 9%
For the three months For the nine months
Sales ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
Individual Markets $ 175 § 62 182% $ 433 § 165 162%
Retirement Services 258 341 -24% 988 1,074 -8%
g Total sales $ 433 § 403 7% $ 1429 $ 1,239 15%
9 Total sales US § $ 391 § 342 14% $ 1,257 $ 1,015 24%
[FE)
=
=
é Financial Services - participant accounts (in thousands)
% Change for the
three months ended
September 30 Total at September 30
2006 2005 2006 2005 % Change
Individual Markets {3) (4) 446 456 -2%
Public/Non-Profit 18 34 1,617 1,508 7%
FASCore 14 (1) 908 706 29%
401(k) (1) {8} 474 483 2%
Retirement Services 31 25 2,999 2,697 11%
Total 26 21 3,445 3,153 9%
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GREAT-WEST Management's Discussion and Analysis
IFECOINC. - United States

In quarter

Premiums and deposits for the quarter were $1,548 million, an increase of $583 million or 60% compared to the
same period in 2005. Premiums and deposits in the third quarter include US$497 million due to the recapture of a
reinsurance agreement. Excluding the impact of the recapture of the reinsurance agreement, premiums and
deposits were US$830 miilion, an increase of $64 million or 8% compared to the same period in 2005. The
increase is attributable to sales of the BOLI general account product.

Sales for the quarter increased $30 million or 7% compared to the same period in 2005. The increase is primarily
in Individual Markets, due to higher general and separate account sales of the BOLI product in 2006.

Nine months

Premiums and deposits for the nine months ended September 30, 2006 were $3,649 miliion, an increase of $49
million or 1% compared to the same period in 2005. Excluding the impact of the recapture of a reinsurance
agreement, premiums and deposits were US$2,732 million, a decrease of US$212 million or 7% compared to 2005.
The Company's segregated funds include investment options that purchase guaranteed interest annuity contracts.
In the first nine months of 2005 there was a large purchase of such guaranteed interest annuity contracts of
US$353 million compared to only US$43 million for the nine months ended September 30, 2006. Individual
Markets premium increased US$248 million primarily related to higher BOLI sales.

Sales for the nine months ended September 30, 2006 increased $182 million or 15% compared to the same period
in 2005. The increase is primarily in Individual Markets which exhibited growth in the general and separate account
sales of the BOLI product, as well as increased sales of the Schwab variable annuity product.

Increase in participant accounts is primarily in the FASCore line of business. FASCore increased due to the
addition of new institutions since the third quarter of 2005 inciuding Franklin Templeton investments with 77,000
participants, Federated Investors with 80,000 participants and JP Morgan with 15,000 participants.

Financial Services - Retirement Services customer account values

Change for the
three months ended
September 30 Total at September 30
2006 2005 2006 2005 % Change
General account - fixed options
Public/Non-profit $ (58) $ (290) $ 4014 3 4,378 -8%
401k} 10 (45} 1,260 1,281 -2%
$ {48) % (335) $ 5274 % 5,659 7%
Segregated funds - variable options
Public/Non-profit $ 240 3 (222) $ 6419 § 6,518 -1%
401(k) 140 {267) 7,438 7,369 1%

$ 380 3 (489) $ 13857 § 13,885 -

Unaffiliated retail investment options &
administrative services only

Public/Non-profit 3 1,602 % 256 $ 44754 § 38,785 15%
401(k) T0 (338) 6,494 6,005 8%
Institutional (FASCore) 952 (566) 27,857 21,226 31%
$ 2624 § (648) $ 79105 % 66,016 20%
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GREAT-WEST

Management's Discussion and Analysis
I IFE‘ OINC. - United States

All of the customer account values were negatively impacted by the strengthening of the Canadian dollar against
the US dollar.

Account values invested in the general account fixed investment options have decreased in US dollars by 3%
compared 1o the same period last year, due to the termination of a single large case that totalled $60 million US
dollars.

Account values invested in the segregated variable investment options have increased 3% in US doilars compared
to the same period last year due to the improvement in U.S. equity markets.

Participant accounts' values invested in unaffiliated retail investment options and participant account values where
only administrative services and recordkeeping functions are provided have increased 24% in US dollars in 2006.
The increase is primarily attributable to an increase in participants from institutional cases and improvement in U.S.
equity markets.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOne

EUROPE

The European segment is broadly organized along geographically defined market segments and offers protection
and wealth management products and reinsurance. The segment is comprised of two distinct primary business
units: Insurance & Annuities, which consists of operating divisions in the United Kingdom, Isle of Man, Republic of
Ireland, and Germany; and Reinsurance, which operates primarily in the United States, Barbados and Ireland.

The Insurance & Annuities business is conducted through Canada Life and its subsidiaries. The Reinsurance
business is conducted through Canada Life, LRG, and their subsidiaries.

TRANSLATION OF FOREIGN CURRENCY
Foreign currency assets and liabilities are translated into Canadian dollars at the market rate at the end of the
financial period. All income and expense items are translated at an average year-to-date rate.

In 2005, the Company mitigated the volatility associated with the fluctuation of foreign currencies by using forward
foreign currency contracts. The effect of these contracts was reflected in the net effective rates. In 2006, the
Company has no forward foreign currency confracts in place. The rates used to translate foreign currency
denominated items are:

Period ended Balance sheet Operations
Assets & liabilities Income & expenses Net effective rate
British pound
September 30, 2006 $2.09 $2.06 $2.0600
June 30, 2006 $2.06 $2.04 $2.0400
December 31, 2005 $2.00 $2.21 $2.3272
September 30, 2005 $2.05 $2.26 $2.3214
June 30, 2005 $2.20 $2.31 $2.3072
Euro
September 30, 2006 $1.41 $1.41 $1.4100
June 30, 2006 $1.42 $1.40 $1.4000
December 31, 2005 $1.38 $1.51 $1.6159
September 30, 2005 $1.40 $1.55 $1.6180
June 30, 2005 $1.48 $1.59 $1.6104
United States dollar
September 30, 2006 $1.12 $1.13 $1.1300
June 30 2006 $1.12 $1.14 $1.1400
December 31, 2005 $1.17 $1.21 $1.2553
September 30, 2005 $1.16 $1.22 $1.2534
June 30, 2005 $1.23 $1.24 $1.2440

The currency translation impact discussed in the Europe section of this report is based on the application to the
2006 results of the 2005 translation rates including, where appropriate, the impact of forward foreign exchange
contracts in place in 2005.

Currency translation impact is a non-GAAP financial measure which attempts to remove the impact of changed
currency transiation rates on GAAP results. Refer to “Non-GAAP Financial Measures” section of this report.
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GREAT-WEST LIFECQ INC.

GREAT-WEST

Management's Discussion and Analysis
LIFECOm

2006 DEVELOPMENTS

+ Shareholder net income in quarter was $129 million, up 72% from the third quarter of 2005. Excluding the
unfavourable impact of currency translation, sharehalder net income was up 97%.

+ Insurance & Annuities premiums and deposits in quarter increased by $517 million, up 38% over the third
quarter of 2005. Excluding the unfavourable impact of currency translation, Insurance & Annuities premiums
and deposits increased 44%.

¢ Insurance & Annuities sales in quarter increased by $475 million, up 50% over the third quarter of 2005,
Excluding the unfavourable impact of currency translation, Insurance & Annuities sales grew by 57%.

¢ The Company agreed to purchase a payout annuity block of business from The Equitable Life Assurance
Society in the U.K. in the second quarter.

PURCHASE OF PAYOUT ANNUITY BLOCK IN THE UNITED KINGDOM

Cuning the second quarter, the Company’s United Kingdom subsidiary, Canada Life Limited, reached an agreement
to acquire the non-participating payout annuity business of The Equitabte Life Assurance Society in the United
Kingdom. The block of business adds approximately 130,000 annuity policies. This represents a significant
increase to Canada Life Limited's existing annuity business and brings the Company’s annuity policies to a total of
approximately 280,000 policies. This acquisition, along with Phoenix and London Assurance Limited payout
annuity acquisition in 2005, furthers the Company’s strategy to capitalize on its position in core European markets
and will add to Canada Life's strong position in the payout annuity market.

Under the terms of the transaction, the Company will assume a block of payout annuity liabilities, and receive a
corresponding amount of assets. At year-end 2005, the value of the assets and liabilities was £4.6 biition ($9.3
billion). Effective January 1, 2006, the Company acquired these liabiiities by way of indemnity reinsurance.
Arrangements are being made to transfer the policies and supporting assets to the Company. This transfer is
expected to be completed in the first quarter of 2007, subject to regulatory and court approval.

At September 30, 2006, the transaction resulted in an increase in funds held by ceding insurers and a
corresponding increase in policyholder liabilities of $9.5 billion on the consclidated balance sheet.

FINANCIAL INFORMATION — EUROPE

Selected consolidated financial information - Europe

For the three months For the nine months
ended September 30 ended September 30
2006 2005 % Change 2006 2005 % Change
Total premiums and deposits $ 2618 § 2,006 31% $ 8,548 % 6,957 23%
Fee and other income 155 123 26% 453 357 27%
Paid or credited to policyholders 1,837 1,391 32% 5,971 5,015 19%
Net income - common shareholders 129 75 72% 336 277 21%
Total assets $ 37712 % 25,002 51%
Segregated funds assets 22,745 18,242 25%
Total assets under administration $ 60,457 § 43,244 40%
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GREAT-WEST Management's Discussion and Analysis
INC. - Europe
Consolidated operations
For the three months For the nine months
ended September 30 ended September 30
2006 2005 2006 2005
Income:
Premium income $ 1,508 1,182 $ 5,067 5 4,648
Net investment income 516 337 1,313 829
Fee and other income 155 123 453 357
Total income 2,179 1,642 6,833 5,834
Benefits and expenses:
Paid or credited to policyholders 1,837 1,331 5,971 5,015
Other 181 159 458 468
Amortization of finite life intangible assets 1 2 3 4
Net operating income before income taxes 160 0 401 347
Income taxes 24 14 43 62
Net income before non-controlling interests 136 76 ass 285
Non-controlling interests 4 1 16 8
Net income - shareholders 132 75 342 277
Pempetual preferred share dividends 3 - 6 -
Net income - common shareholders $ 129 $ 75 $ 336 5 277
_ —— _— e o
=
™m
.
-
NET INCOME =
“
Net income - common sharehclders =
For the three months For the nine months Py
ended September 30 ended September 30 o
2006 2005 % Change 2006 2005 % Change 3
Insurance & Annuities $ 98 3 77 27% $ 275 3% 234 18%
Reinsurance 34 9 278% 77 53 45%
Corporate (3) (i1} -7 3% (16) (10} 60%
$ 129 3 75 72% $ 336 §$ 277 21%

Note: 2005 results have been reclassified to conform with the 2006 segment presentation.
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GREAT-WEST Management's Discussion and Analysis
LIFECOn«
PREMIUMS AND DEPOSITS AND SALES
For the three months For the nine months
Premiums and deposits ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
UK / Isle of Man $ 1,527 3 998 53% $§ 4445 5 3,145 41%
treland / Germany 336 346 -3% 990 1,011 -2%
Intermational 6 8 -25% 16 25 -36%
Insurance & Annuities 1,869 1,352 38% 5,451 4,181 30%
Reinsurance 749 654 15% 3,097 2,776 12%
Total premiums and deposits $ 2618 §& 2,006 1% $ 8,548 3 6,957 23%
Summary by Type
Risk-based products $ 1508 § 1,182 28% $ 5067 3% 4,648 9%
Segregated funds deposits
Individual products 1,110 824 35% 3,481 2,309 51%
Total premiums and deposits $ 2618 3 2,006 3% $ 8,548 § 6,957 23%
For the three months For the nine months
Sales ended September 30 ended September 30
Business/Product 2006 2005 % Change 2006 2005 % Change
UK / Isle of Man $ 1,272 § 790 61% $ 3582 3§ 2,359 52%
Ireland / Germany 155 162 4% 504 556 -9%
Insurance & Annuities 1,427 952 50% 4,086 2,915 40%
Reinsurance 668 577 16% 2,856 2,565 11%
Total sales $ 2,005 § 1,529 7% $ 6942 3 5,480 27%

BUSINESS UNITS - EUROPE
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INSURANCE & ANNUITIES

Net income

In quarter
Net income attributable to common shareholders increased $21 million or 27%, to $98 miilion compared to the third
quarter of 2005. Excluding the unfavourable impact of currency translation, net income was up 46%.

The increase in earnings was driven by growth in the U.K. payout annuity business due to favourable investment
experience, as well as the contribution from the Phoenix and London payout annuity block acquired in 2005 and the
Equitable Life payout annuity block reinsured from May 2006. The Phoenix and London block contribution
represents mortality, investment and expense experience, which is emerging more favourably than the pricing
assumptions. In addition, earnings benefited from improved mortality and expense experience in the group
insurance business. |mproved operational efficiencies and equity market performance also contributed to the
overall strong performance.
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Nine months

Net income attributable to commaon shareholders increased $41 million or 18%. to $275 million compared to the
nine months ended September 30, 2005. Excluding the unfavourable impact of currency translation , net income
was up 32%.

The increase in earnings was driven by growth in the U.K. payout annuity business due to favourable investment
experience, as well as the contribution from the Phoenix and London payout annuity block acquired in 2005 and the
Equitable Life payout annuity btock reinsured from May 2006. In addition, earnings benefited from improved
mortality, morbidity and expense experience, favourable investment experience and asset/liability matching in the
group insurance business. The 2005 results also included a one-time investment gain in Ireland of 6 million euros
resulting from lower reserve requirements in connection with investment fund guarantees. Improved operational
efficiencies and equity market performance also contributed to the overali strong performance.

Premiums and deposits and sales

In quarter

Premiums and deposits increased $517 million or 38%. Excluding the unfavourabie currency translation impact of
$82 million, premiums and deposits increased $59¢ million or 44% compared to the third quarter of 2005. The
increase was due to higher premiums on payout annuity products and segregated fund premiums on savings
products in the United Kingdom/isle of Man, as well as pension products in Germany. The UK payout annuity sales
increase, as compared to the same period in 2005, reflected a surge of business following the implementation of
new retirement legislation in April of 2006.

Sales increased by $475 million or 50%. Excluding the unfavourable currency translation impact of $67 million,
sales increased $542 million or 57% compared to the third quarter of 2005. The strong sales growth was driven by
U.K. payout annuities, savings products in the United Kingdom/lsle of Man, as well as pension products in
Germany. While the results were strong, sales of savings products in the Isle of Man tend to be larger and less
uniferm, resulting in volatility in sales trends.

Nine months

Premiums and deposits increased $1,270 million or 30% for the nine months ended September 30, 2006.
Excluding the unfavourable currency translation impact of $531 million, premiums and deposits increased $1,801
million or 43% compared to the same period in 2005. The increase reflects higher segregated fund premiums on
savings products in the United Kingdom/isle of Man and Ireland, pension products in Germany and higher
premiums in U.K. payout annuities. The increase in U.K. payout annuities reflected a reccovery in the second and
third quarters, from the first quarter. A more competitive environment combined with customers delaying
purchasing decisions on payout annuities prior to the introduction of new retirement legislation in April of 2006
characterized the first quarter.

Sales increased by $1,171 million or 40% for the nine months ended September 30, 2006. Excluding the
unfavourable currency translation impact of $398 million, sales increased $1,569 million or 54% compared to the
same period in 2005. Strong sales growth in savings products in the United Kingdomy/lsle of Man and Ireland, and
UK payout annuities were partly offset by weaker pension sales in Ireland and Germany. The slight decrease in
Germany reflects the carry over into the first quarter of 2005 of the surge in sales caused by changes to the
taxation of pension products in 2004. Excluding the carry over of the sales surge into the first guarter of 2005,
sales in Germany increased 89% compared to the same period last year. The increase in U.K. payout annuities
reflected a recovery in the second and third quarters, from the first quarter. A more competitive environment
combined with customers delaying purchasing decisions on payout annuities prior to the introduction of new
retirement legislation in April of 2006 characterized the first quarter.
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GREAT-WEST

Management's Discussion and Analysis
LIFE COINC - Europe

REINSURANCE

The 2005 net income results have been reclassified to conform with the 2006 segment presentation. The $30
million after tax provision relating to expected losses arising from hurricane activity along the Gulf Coast of the
United States and the $19 million reduction of provisions held in connection with 9/11 claims recorded in the third
quarter of 2005 in Reinsurance, have been reclassified to Corporate.

Net income

In quarter

Net income for the Reinsurance business unit was $34 million, an increase of $25 million compared to the same
period in 2005. The 2006 results reflect higher renewat profits, lower new business strain and improved mortality
experience offset by an increase in provisions recorded in the quarter on certain property and casualty contracts.
The 2005 results also included favourable investment experience and assetliability matching.

Nine months

Net income for the Reinsurance business unit was $77 million, an increase of $24 million from the nine months
ended September 30, 2005. Excluding the unfavourable impact of currency translation, net income was up 59%.
The 2006 results reflect higher renewal profits, lower new business strain and favourable mortality experience
offset by an increase in provisions recorded in the third quarter on certain property and casualty contracts.

The 2005 results also included favourable investment experience and asset/liability matching, an increase in
provision for adverse development of $48 million as well as a decrease in actuarial liabilities of $41 million arising
from a reinsurance agreement between London Life and General Reinsurance Company Limited, a subsidiary of
LRG and Canada Life Assurance (Ireland) Ltd., to provide guarantee risk protection.

Premiums and deposits and sales

In quarter

Premiums and deposits for the Reinsurance business unit were $749 million, an increase of $95 million or 15%
over the third quarter of 2005. Sales were $668 million, an increase of $91 million or 16% over the same period in
2005. This primarily reflects higher business activity.

Nine months

Premiums and deposits for the Reinsurance business unit were $3,097 million, an increase of $321 miillion or 12%
over the nine months ended September 30, 2005. Sales were $2,856 million, an increase of $291 million or 11%
over the same period in 2005. This primarily reflects a large payout annuity reinsurance contract written in 2006, as
well as the renegotiation and commutation of certain reinsurance contracts in 2005 and 2006.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOne

CORPORATE

In the second quarter, the Company established a Corporate line of business within the Europe reporting segment.
The Corporate account includes financing charges, certain non-continuing items relating to hurricane provisions
and 9/11 claims experience as well as the results for non-core international businesses.

Net income

In quarter

The third quarter 2006 results included financing costs of $3 million partly offset by income from the non-continuing
operations. The third quarter 2005 results reflected a provision of $30 million relating to expected losses arising
from hurricane activities along the Gulf Coast of the United States partly offset by a $19 million reduction in
provisions held for 9/11 claims.

Nine months

The 2006 results include a charge of $32 million incurred by Canada Life in connection with the unfavourable
development related to an arbitration with one of its retrocessionaires in respect of discontinued product arising out
of the event of September 11, 2001. Partly mitigating this charge were two other non-recurring items which in
aggregate increased net income by $17 milion. The 2005 results reflect a provision of $30 million relating to
expected losses arising from hurricane activities along the Gulf Coast of the United States parily offset by a $19
million reduction in provisions held for 9/11 claims.
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GREAT-WEST

Management's Discussion and Analysis
I INC - Corporate

LIFECO CORPORATE OPERATING RESULTS

The Lifeco Corporate segment inciudes operating results for activities of Lifeco that are not associated with the
major business units of the Company.

Consolidated operations

For the three months For the nine months
ended September 30 ended September 30
2006 2005 2006 2005
Income:
Premium income $ - $ - $ - $ -
Net investment income 27 (3) 27 (9
Fee and other income - - - -
Total income 27 (3) 27 (9)

Benefits and expenses:
Paid or credited to policyholders - -
3 3

Other 1 1

Restructuring costs - 4 - 22

Amortization of finite {ife intangible assets - - - -
Net operating income before income taxes 26 (8) 24 (34}
Income taxes 21 - 29 4
Net income befare non-controlling interests 5 (8) (5) (38)
Non-controlling interests - - - -
Net income - common shareholders $ 5 $ (8) $ {5) $ (38)

In quarter

Corporate net income was $5 million compared to a charge of $8 million in the third quarter of 2005, comprised of
the following after-tax items: restructuring costs incurred in 2006 related to the CLFC acquisition of $0 million ($4
million in 2005), $5 million of U.S. withholding tax ($3 million in 2005) incurred by Lifeco in the course of receiving
dividends from U.S. subsidiaries, $1 million of operating expense ($1 millien in 2005) incurred at the Lifeco level,
and $17 million of net investment income primarily foreign exchange gains on the strengthening of the Canadian
dollar and offset by $6 million of tax charges.

Nine months

Corporate net income was a charge of $5 million compared to a charge of $38 million for the nine months ended
September 30, 2005, comprised of the following after-tax items: restructuring costs incurred in 2006 related to the
CLFC acquisition of $0 million ($17 million in 2005), $11 million of U.S. withholding tax ($14 million in 2005)
incurred by Lifeco in the course of receiving dividends from U.S. subsidiaries, $3 million non-recurring capital tax
charge on a Lifeco subsidiary, $2 million of operating expense ($7 million in 2005) incurred at the Lifeco level, and
$17 million of net investment income primarily foreign exchange gains on the strengthening of the Canadian dollar
and offset by $6 million of tax charges.

OTHER INFORMATION
Additional information relating to Lifeco, including Lifeco's most recent financial statements, CEQ/CFO certification
and Annual Information Form are available at www sedar.com.
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GREAT-WEST

LIFECOre

SUMMARY OF CONSOLIDATED OPERATIONS (unaudited)

{in $ millions except per share amounts)

For the three months For the nine months
ended September 30, ended September 30,
2006 2005 2006 2005
Income
Premium income $ 4332 3§ 3,186 $ 12471 § 11,530
Net investment income (note 2) 1,577 1,396 4,416 4,015
Fee and other income 658 606 1,982 1,808
6,567 5,188 18,869 17,353
Benefits and expenses
Paid or credited to policyholders and beneficiaries
including policyholder dividends and experience refunds 4,871 3,650 13,831 12,547
Commissions 325 294 999 954
Operating expenses 532 535 1,635 1,652
Premium taxes 67 58 193 183
Financing charges {note 3) 54 49 152 146
Amortization of finite life intangible assets 5 5 14 14
Restnucturing costs - 4 - 22
Net income before income taxes M3 593 2,045 1,835
Income taxes - current 138 194 425 393
- future (12) (54) 66 48
Net income before non-contrelling interests 527 453 1,554 1,394
Non-controlling interests (note 8) 36 24 132 86
Net income - shareholders 491 429 1,422 1,308
Perpetual preferred share dividends 14 8 38 22
Net income - common shareholders $ 477 § 421 $ 1,384 § 1,286
Earnings per common share (note 12)
Basic $ 0.537 $ 0.472 § 1.554 § 1.443
Diluted $ 0532 % 0468 $ 1542 § 1.430
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GREAT-WEST

LIFECOxe

CONSOLIDATED BALANCE SHEET (unaudited)

Assets

Bonds

Mortgage loans

Stocks

Real estate

Loans to policyholders

Cash and certificates of deposit
Funds held by ceding insurers
Goodwill

Intangible assets

Other assets {note 4)

Total assets
Liabilities
Palicy liabilities
Actuarial liabilities
Provision for claims
Provision for policyholder dividends

Provision for experience rating refunds
Policyholder funds

Debentures and other debt instruments {note 5)
Funds held under reinsurance contracts

Other liabilities (note 6)

Repurchase agreements

Deferred net realized gains

Preferred shares (note 9)

Capital trust securities and debentures (note 7)

Non-contralling interests (note 8)
Participating account surplus in subsidiaries
Preferred shares issued by subsidiaries
Perpetual preferred shares issued by subsidiaries

Share capital and surplus

Share capital (note 9)
Perpetual preferred shares
Common shares

Accumulated surplus

Contributed surplus

Currency translation account

Liabilities, share capital and surplus

(in $ milfions)

September 30, December 31, September 30,
2006 2005 2005

$ 62,558 $ 59,298 $ 59,132
15,113 14,605 14,422

4,271 4,028 3,654

2,050 1,842 1,814

6,692 6,646 6,522

3,267 2,961 3,248

11,596 2,556 1,980

5,325 5,327 5,327

1,450 1,453 1,462

3,646 3,445 3,523

$ 115,968 $ 102,161 3 101,084
$ 82,556 5 71,263 $ 70,223
1,140 999 1,041

559 535 599

439 401 368

2,071 2,088 1,843

86,765 75,266 74,074

1,953 1,903 1,922

3,433 4,089 4,350

5,953 4,231 4,422

1,072 1,023 1,042

2,726 2,598 2,495
101,902 89,130 88,305

760 787 797

647 648 649

1,845 1,741 1,716

209 209 209

155 157 157

1,099 799 799

4,673 4,660 4,659

5,590 4,860 4,603

26 19 20
{938) (849) (830)

10,450 9,489 9,251

$ 115,968 3 102,161 3 101,084
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LIFECOx«

CONSOLIDATED STATEMENT OF SURPLUS (unaudited)
(in $ miilions)

For the nine months
ended September 30

2006 2005
Accumulated surplus
Balance, beginning of year $ 4,860 $ 3,890
Net income 1,422 1,308
Repatriation of Canada Life seed capital from participating account - 2
Share issue costs - preferred shares (5) (6)
Commoaon share cancellation excess (36) {34)
Dividends to shareholders
Perpetual preferred shareholders {38) {22)
Common shareholders (613) (535)
Balance, end of peried $ 5,590 $ 4603
Contributed surpius
Balance, beginning of year $ 19 $ 14 o
Stock options E
Current year expense (note 10) 8 6 g
Exercised (1) - o
Balance, end of period $ 26 $ 20 =
Currency translation account g‘
Balance, beginning of year $ (849) $ (426) %
Change during the period (89) (404) )
Balance, end of period $ (938) $ (830)
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CONSOLIDATED STATEMENT OF CASH FLOWS (unaudited)
{in $ millions)

For the three months For the nine months
ended Septernber 30 ended September 30
2006 2005 2006 2005
Operations
Net income $ 491 $ 429 % 1,422 $ 1,308
Adjustments for non-cash itemns:
Change in policy liabilities 1172 136 1,575 1,594
Change in funds held by ceding insurers 40 127 471 357
Change in funds held under reinsurance conlracts {524) 79 (621} 11
Change in current income taxes payable 50 82 (24} 11
Future income {ax expense (12) {54) 66 48
Other 131 11 206 111
Cash flows from operations 1,348 810 3,095 3,440
Financing Activities
Issue of common shares 3 4 20 16
Issue of preferred shares - 300 300 300
Purchased and cancelled common shares (13} (15) {43) (42)
. Redemption of preferred shares (18} {7 {30) (N
§ Issue of subordinated debentures in subsidiary - - 336 -
c Repayment of subordinated debentures in subsidiary (250} - (250} -
o Repayment of debentures and other debt instruments - (128) (22} {(150)
- Share issue costs 1 {6) (5) (6)
h;'] Dividends paid (228) (195} {651) (557)
a {505) (47) (345) {446)
w Investment Activities
e Bond sales and maturities 7,351 5110 20,683 18,666
Mortgage loan repayments 523 (38) 1,434 1,529
Stock sales 421 384 977 984
Real estate sales 129 6 174 74
Change in loans fo policyholders (19} (12) (239) (184)
Change in repurchase agreements 14 {163) 132 227
Acquisilion of business - 22 - 22
Investment in bonds (7,586) (4,904) (22,091} (19.974)
Investment in mortgage loans (847) 36 (2,052} (1,705)
Investment in stocks {380) (428) (1,018) (1,180}
Investment in real estale (399) {186} {515) (411)
{793) (173) {2,515) {1,952)
Effect of changes in exchange rates on cash and
certificates of deposit i (168} 71 (266)
increase in cash and centificates of deposit a1 422 306 776
Cash and certificates of deposit, beginning of period 3,186 2,826 2,961 2,472
Cash and certificates of deposit, end of period $ 3,267 $ 3,248 § 3,267 $ 3,248
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Notes to Interim Consolidated Financial Statements (unaudited)
(in $ millions except per share amounts)

1. Basis of Presentation and Summary of Accounting Policies

(a) The interim unaudited consolidated financial statements of Great-West Lifeco Inc. {Lifeco or the
Company) at September 30, 2006 have been prepared in accordance with Canadian generally
accepted accounting principles, using the same accounting policies and methods of computation
followed in the consolidated financial statements for the year ended December 31, 2005. These
interim consolidated financial statements should be read in conjunction with the consolidated
financial statements and notes thereto in the Company’s annual report dated December 31, 2005.

(b) Certain of 2005 amounts presented for comparative purposes have been reclassified to conform
to the presentation adopted in the current year.
2. Net Investment Income

Net investment income is comprised of the following:
For the three months ended September 30, 2006

Amortization
Investment of net realized Net a
income and unrealized Provision for Investment investment =
eamed gains credit losses expenses income >
Bonds $ 1,000 § 61 § 2§ - $ 1,072 =
Mortgage loans 219 11 - - 230 E
Stocks 33 61 - - 94 ~
Real estate 29 17 - - 46 m
Other 153 - - {18) 135 3
$ 1,443 $ 150 $ 2 3 (18) § 1,577 =
For the three months ended September 30, 2005
Amortization of
net realized
Investment and unrealized Provision for Investment Net investment
income earned gains credit losses expenses income

Bonds 3 831 $ 60 $ 5) % - $ 886

Mortgage loans 220 14 2 - 236

Stacks 17 81 - - o8

Real estate 22 14 - - 36

Other 154 - - (14) 140

$ 1,244 $ 169 3 3 § {14y % 1,396
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For the rine months ended September 30, 2006

Amortization
Investment of net realized Net
income and unrealized Provision for Investment investment
eamed gains credit losses expenses income
Bonds $ 2,818 $ 185 $ 8 $ - $ 3,011
Mortgage loans 650 35 1 - 686
Stocks 98 185 - - 283
Real estate 83 46 - - 129
Other 359 - - (52) 307
$ 4,008 $ 451 $ 9 $ {52) § 4,416
For the nine months ended September 30, 2005
Amortization of
net realized
Investment and unrealized Provisien for Investment Net investment
income eamed gains credit losses expenses income
Bonds 3 2,398 $ 191 $ 14 $ - $ 2,603
Moartgage loans 666 41 17 - 724
Slocks 91 169 - - 260
Real estate 97 33 - - 130
. Other 339 - - (41) 298
)
= 5 3,591 3 434 $ 3 $ (41 % 4,015
o
e
i 3. Financing Charges
= . . .
= Financing charges include interest on long-term debentures and other debt instruments together with
> distributions and interest on capital trust securities and debentures and preferred shares classified as
v liabilities.
For the three months For the nine months
ended September 30, ended September 30,
2006 2005 2006 2005
Interest on long-term debentures and
other debt instruments $ 2 3 30 § 880 % 89
Preferred share dividends 9 10 28 29
Interest on capital trust debentures 13 13 37 37
Other 4 - 7 -
Distributions on capital trust securities held by
consolidated group as temporary investments (4) 4) (9} (8)
Total $ 54 § 49 § 152 $ 146
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Other Assets
Other assets consist of the following:
September 30, December 31, September 30,
2006 2005 2005

Prerniums in course of collection $ 565 $ 623 $ 510

Interest due and accrued 1,059 893 973

Future income taxes 304 363 424

Fixed assets 255 279 264

Prepaid expenses 73 786 68

Accounts receivable 650 716 732

Accrued pension asset 192 179 194

Other 548 316 358

$ 3,646 3 3,445 $ 3,623
[ ]
=
5
=
“
A
[we]
=
gl
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5. Debentures and Other Debt Instruments

Debentures and other debt instruments consist of the following:
September 30, December 31, September 30,

2006 2005 2005
Short term
Commercial paper and other short term debt instruments with interest
rates from 5.2% to 5.3% (4.0% to 5.0% in 2005) $ 106 § 112 % 110
Revolving credit in respect of reinsurance business with interest rates from
6.0% to 6.1% maturing within one year (5.0% to 5.2% in 2005) 2 14 15
Total short term 108 126 125
Long term
Operating:
Notes payable with interest rate of 8.0% 8 9 9
Capital:
Lifeco
6.75% Debentures due August 10, 2015, unsecured 200 200 200
6.14% Debentures due March 21, 2018, unsecured 200 200 200
6.74% Debentures due November 24, 2031, unsecured 200 200 200
6.67% Debentures due March 21, 2033, unsecured 400 400 400
1,000 1,000 1,000
Canada Life

Subordinated debentures due September 19, 2011 bearing a fixed rate
of 8% until 2006 and, thereafter, at a rate equal to the Canadian
90-day Bankers' Acceptance rate plus 1%, unsecured - 250 250

E Subordinated debentures due December 11, 2013 bearing a
8 fixed rate of 5.8% until 2008 and, thereafter, at a rate equal to the
w Canadian 90-day Bankers' Acceptance rate plus 1%, unsecured 200 200 200
pu} 6.40% Subordinated debentures due December 11, 2028, unsecured 100 100 100
E Acquisition related fair market value adjustment 5 13 31
2 305 563 581
= Great-West Life & Annuity Insurance Capital, LP
= 6.625% Deferrable debentures due November 15, 2034, 196 205 207
@ unsecured {(U.S.$175)
Great-West Life & Annuity Insurance Capital, LP Il
7.153% Subordinated debentures due May 16, 2046, 336 - -
unsecured (U.5.$300)
Total long term 1,845 1,777 1,797
Total debentures and other debt instruments $ 1953 § 1,803 & 1,922

On September 19, 2006 The Canada Life Assurance Company (Canada Life) repaid the $250
principal of the 8% subordinated debentures.

During the second quarter of 2006, the Company issued $336 (U.S. $300) in Fixed/Adjustable Rate
Enhanced Capital Advantaged Subordinated Debentures through it's wholly owned subsidiary,
Great-West Life & Annuity Capital, LP Il. The subordinated debentures are due May 16, 2046 and
bear an annual interest rate of 7.153% until May 16, 2016. After May 16, 2016, the subordinated
debentures will bear an interest rate of 2.538% plus the 3-month LIBOR rate. The subordinated
debentures are redeemable by the Company at the principal amount plus any accrued and unpaid
interest after May 16, 2016.
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6. Other Liabilities
Other liabilities consist of the following:

September 30, December 31, September 30,
2006 2005 2005
Current income taxes $ 3 $ 374 $ 415
Accounts payable 400 511 541
Liability for restructuring costs . - 22
Post retirement benefits provision 519 508 496
Bank overdraft 424 449 532
Future income taxes 314 37 290
Security purchase payable (note 13) 1,568 - -
Other 2,377 2,072 2,126
$ 5,953 $ 4,231 $ 4,422
7. Capital Trust Securities and Debentures
September 30, December 31, September 30,
2006 2005
Capital trust debentures:
5.995% Senior debentures due December 31, 2052, unsecured (GWLCT) $ 350 $ 350 §$ 350
6.679% Senior debentures due June 30, 2052, unsecured (CLCT) 300 300 300
7.529% Senior debentures due June 30, 2052, unsecured (CLCT) 150 150 150
800 300 800
Acquisition related fair market value adjustment 32 34 35
Capital trust securities held by consolidated group
as temporary investments {185} (186) {186)
Total $ 647 % 648 $ 649

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance

Company (Great-West Life), had issued $350 of capital trust securities, the proceeds of which were
used by GWLCT to purchase Great-West Life senior debentures in the amount of $350, and Canada

Life Capital Trust (CLCT), a trust established by Canada Life, had issued $450 of capital trust

securities, the proceeds of which were used by CLCT to purchase Canada Life senior debentures in

the amount of $450.
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8. Non-Controlling Interests

The Company controlled a 100% equity interest in Great-West Life, London Life Insurance Company
(London Life}, Canada Life and Great-West Life & Annuity Insurance Company (GWL&A) at
September 30, 2006 and September 30, 2005.

(a) The non-controlling interests of Great-West Life, London Life, Canada Life, GWL&A and their
subsidiaries reflected in the Summary of Consolidated Operations are as follows:

For the three months For the nine months
ended September 30, ended September 30,
2006 2005 2006 2005
Participating account
; Net income attributable to participating
account before policyholder dividends
Great-West Life $ 29 35 22 % 88 % 82
London Life 170 155 522 459
Canada Life 47 44 139 134
GWLEA 26 32 95 112
Policyholder dividends
Great-West Life 27 (25) (78) (73)
London Life (145) {139) (425) {406)
Canada Life (45) (40) (135) {129)
. GWLEA (24) (30) (88) {107)
= Net income 3 19 118 72
S Preferred shareholder dividends of subsidiaries 5 5 14 14
*= Total $ 36 3 24 § 132 § 86
-
E (b) The carrying value of non-controlling interests consist of the following:
= September 30, December 31, September 30,
5 2006 2005 2005
Participating account surplus:
Great-West Life $ 382 $ 372§ 369
London Life 1,243 1,151 1,132
Canada Life 29 25 20
GWLEA 191 193 195
$ 1845 § 1,741  § 1,718
Preferred shares issued by subsidiaries:
Great-West Life Series L, 5.20% Non-Cumulative $ 52 3% 52 & 52
Great-West Life Series O, 5.55% Non-Cumulative 167 157 157
$ 209 $ 209 § 209
Perpetual preferred shares issued by subsidiaries:
CLFC Series B, 6.25% Non-Cumulative $ 145 &% 145 % 145
Acquisition related fair market value adjustment 10 12 12
$ 155 % 157 $ 157
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9. Share Capital

Authorized
Unlimited First Preferred Shares, Class A Preferred Shares and Second Preferred Shares,
Unlimited Common Shares

Issued and outstanding

September 30, 2006 December 31, 2005 Sepiember 30, 2005
Number Stated value Number Stated value Number Stated value
Preferred shares:
Classified as liabilities
Series D, 4.70% Non-Cumulative
First Preferred Shares 7,978,900 $ 199 7,978,900 $ 199 7,995,700 $ 200
Series E, 4.80% Non-Cumulative
First Preferred Shares 22,422,215 561 23,499,915 588 23,866,115 597
30,401,115 $ 760 31,478,815 $ 787 31,861,815 3 797
Perpetual preferred shares:
Classified as equity
Series F, 5.90% Non-Cumulative
First Preferred Shares 7,957,001 $ 199 7.957,001 $ 199 7,957,001 3 199
Series G, 5.20% Non-Cumulative
First Preferred Shares 12,000,000 300 12,000,000 300 12,000,000 300 o
Series H, 4.85% Non-Cumulative =
First Preferred Shares 12,000,000 300 12,000,000 300 12,000,000 300 ;
Series i, 4.50% Non-Cumulative =
First Preferred Shares 12,000,000 300 - - - - 4
43,957,001 $ 1,099 31,957,001 $ 799 31,957,001 $ 799 5
S
Common shares: =
Balance, beginning of year 890,689,076 $ 4,660 890,592,348 $ 4,651 890,592,348 % 4,651 o
Purchased and cancelled under
Normal Course Issuer Bid (1,511,300) (M) (2,012,600) (11} (1,493,100} (8)
Issued under Stock Option Plan 1,911,667 20 2,109,328 20 1,787,030 16
Balance, end of period 891,089,443 $ 4,673 890,689,076 $ 4,660 890,886,278 % 4,659

During the second quarter of 2006, the Company issued 12,000,000 Series |, 4.50% Non-Cumulative
First Preferred Shares for a value of $300 or $25 per share. The shares are redeemable at the
option of the Company on or after June 30, 2011, for $25 per share plus a premium if the shares are
redeemed before June 30, 2015.

During the nine months ended September 30, 2006, 1,077,700 Series E 4.80% Non-Cumulative First
Preferred Shares were purchased pursuant to the Company’s Normal Course Issuer Bid for a total
cost of $30 or an average of $27.37 per share. The price in excess of stated value was charged to
income.
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10. Stock Based Compensation

2005).

September 30, 2005).

11. Pension Plans and Other Post Retirement Benefits

For the three months

The total benefit costs included in operating expenses are as follows:
For the nine months

No options were granted under the Company's stock option plan during the third quarter of 2006 and
50,000 options were granted during the second quarter of 2006 (100,000 options were granted
during the first quarter of 2005 and no options were granted during the second or third quarter of
2005). The weighted-average fair value of options granted during the nine months ended September
30, 2006 were $5.48 per option ($6.68 per option during the nine months ended September 30,

Compensation expense of $8 after tax has been recognized in the Summary of Consolidated
Operations for the nine months ended September 30, 2006 ($6 after tax for the nine months ended

ended September 30, ended September 30,
2006 2005 2006 2005
Pension benefits $ 17 $ 20 $ 54 3§ 53
kéi Other benefits 4 11 16 33
o Total $ 21 3 31§ 70 § 86
el
I 12. Earnings Per Common Share
E For the three months For the nine months
= ended September 30, ended September 30,
] 2006 2005 2006 2005
a) Earnings
Net income - common shareholders $ 477 $ 421 $ 1,384 $ 1,286
b) Number of common shares
Average number of common shares outstanding 891,036,927 891,001,423
Add:
-Potential exercise of outstanding stock options 6,523,709 8,017,290
Average number of common shares outstanding - diluted basis 897,560,636 899,018,713
Earnings per common share
Basic $ 0.537 $ 0.472 $ 1.554 $ 1.443
Diluted $ 0.532 $ 0.468 $ 1.542 3 1.430
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13. Acquisitions

(a) During the second quarter of 2006, Canada Life, through its wholly owned United Kingdom
subsidiary, Canada Life Limited, reached an agreement to acquire the non-participating payout
annuity business of The Equitable Life Assurance Society in the United Kingdom. Under the
terms of the agreement, Canada Life Limited assumed this business on an indemnity reinsurance
basis with an effective date of January 1, 2006. Arrangements are being made to transfer the
policies to the Company and the transfer is expected to be completed in the first quarter of 2007
subject to regulatory and court approval. The transaction resulted in an increase in funds held by
ceding insurers and a corresponding increase in policyholder liabilities of $9.5 billion (£4.6 billion)
on the consolidated balance sheet at September 30, 2006.

(b) During the second quarter of 2006, GWL&A, entered into a reinsurance agreement to acquire
several parts of the full service-bundled, small and midsize 401(k), as well as some defined benefit
plan business, of Metropolitan Life Insurance Company and its affiliates. The acquisition also
includes the associated dedicated distribution group, including wholesalers, relationship managers
and sales associates. The transaction closed on October 2, 2006, and is expected to increase
assets and policyholder liabilities by approximately $1.6 billion (U.S. $1.4 billion) on the
consolidated balance sheet. In addition, the Company will receive fee income by providing
administrative services and recordkeeping functions on approximately $7.1 billion (U.S. $6.3 billion)
of participant account values.

In anticipation of a iarge receipt of cash in early October associated with the above transaction, the
Company purchased approximately $1.6 billion (U.S. $1.4 billion) of U.S. government securities at
close of business on September 29, 2006 in order to fix the interest rate earned. These purchases
coincided with the pricing of the reinsurance transaction which settled on October 2, 2006. The
securities purchases settled in early October. The transaction resulted in an increase in invested
assets and a corresponding increase in other liabilities of approximately $1.6 billion (U.S. $1.4
billion) at September 30, 2006.

TINT 023417 1SIM-1vIYO

!
i

(c) On April 24, 20086, Crown Life Insurance Company (Crown Life) served notice, pursuant to the
terms of the 1999 acquisition of the majority of the insurance operations of Crown Life by Canada
Life, commencing a process under which Canada Life may be required to acquire the common
shares of Crown Life. This transaction is not expected to have a material impact on the financial
position of the Company.

14. Reinsurance Transaction

During the third quarter of 2006, GWL&A recaptured a reinsurance agreement on certain blocks of
group annuity business. The recaptured premiums of $562 associated with the transaction have
been recorded in the Summary of Consolidated Operations as an increase in premium income with a
corresponding increase to the change in actuarial liabilities. For the Consolidated Balance Sheet,
this transaction resulted in a reduction of $557 to funds held under reinsurance contracts with a
corresponding increase in policyholder liabilities.
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15. Segmented Information

Consolidated Operations

For the three months ended September 30, 2006
United Lifeco
Canada States Europe Corporate Total
Income:
Premium income $ 1,563 $ 1,261 $ 1,508 $ - $ 4,332
Net investment income 695 339 516 27 1,577
Fee and other income 220 283 155 - 658
Total income 2,478 1,883 2,179 27 6,567
Benefits and expenses:
Paid or credited to policyholders 1,614 1,420 1,837 - 4,871
Other 509 287 181 1 978
Amortization of finite life intangible assets 4 - 1 - 5
Restructuring costs - - - - -
Net operating income
before income taxes 351 176 160 26 713
[
= Income taxes 89 52 24 21 186
o
b Net income before non-controlling
= interests 262 124 136 5 527
—
g Non-controlling interests 30 2 4 - 36
= Net income - shareholders 232 122 132 5 491
o
fir)
Perpetual preferred share dividends 11 - 3 - 14
Net income - common shareholders $ 221 $ 122 $ 129 $ 5 $ 477
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For the three months ended September 30, 2005

United Lifeco
Canada States Europe Corporate Total
Income:
Premium income $ 145 3 553 $ 1182 $ - 5 3,186
Net investment income 695 367 337 (3) 1,396
Fee and other income 198 285 123 - 606
Total income 2,344 1,205 1,642 (3) 5,188
Benefits and expenses:
Paid or credited to policyholders 1,540 719 1.391 - 3,650
Other 488 288 159 1 836
Amortization of finite life intangible assets 3 - 2 - 5
Restructuring costs - - - 4 4
Net operating income
before income taxes 313 198 90 (8) 593
Income taxes 81 45 14 - 140
Net income before non-controlling
interests 232 153 76 (8) 453 a
e
Non-controlling interests 21 2 1 - 24 =
=
Net income - shareholders 211 151 75 (8) 429 é
4
Perpetual preferred share dividends 8 - - - 8 5
m
Net income - common shareholders $ 203 $ 151 § 75 8 @ 421 2
™
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For the nine months ended September 30, 2006

United Lifeco
Canada States Europe Corporate Total
Income:
Premium income $ 4,774 $ 2630 $ 5,067 $ - $ 1247
Net investment income 2,065 1,011 1,313 27 4,416
Fee and other income 659 870 453 - 1,982
Total income 7,498 4,511 6,833 27 18,869
Benefits and expenses:
Paid or credited to policyholders 4,759 3,101 5,971 - 13,831
Other 1,656 862 458 3 2,979
Amartization of finite life intangible assets 1 - 3 - 14
Restructuring costs - - - - -
Net operating income
before income taxes 1,072 548 401 24 2,045
Income taxes 262 157 43 29 491
Net income before non-controlling
. interests 810 3 358 (5) 1,554
(=)
= Non-controlling interests 108 8 16 - 132
o
7
re Net income - shareholders 702 383 342 (5) 1,422
—_
g Perpetual preferred share dividends 32 - 6 - 38
< Net income - common shareholders $ 670 §$ 383 § 336 § 5 $ 1384
[=4
(4]
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For the nine months ended September 30, 2005

United Lifeco
Canada States Europe Carporate Tolal
Income:
Premium income $ 4,553 $ 2,329 $ 4,648 3 - $ 11,530
Net investment income 2,072 1,123 829 {9) 4,015
Fee and other income 576 B75 357 - 1,808
Total income 7.201 4,327 5,834 (9) 17,353
Benefits and expenses:
Paid or credited to policyholders 4,725 2.807 5,015 - 12,547
Cther 1,564 900 468 3 2,935
Amortization of finite life intangible assets 10 - 4 - 14
Restructuring costs - - - 22 22
Net operating income
before income taxes 902 620 347 (34) 1,835
income taxes 205 170 62 4 441
Net income before non-controlling
interests 697 450 285 (38) 1,394 o
Non-controlling interests 73 5 8 - 86 E
—
Net income - sharehoiders 624 445 277 (38) 1,308 E
—
Perpetua! preferred share dividends 22 - - - 22 E
m
()
Net income - common shareholders $ 602 $ 445 $ 277 g (38) 3 1,286 ;
(ml
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IGM FINANCIAL INC.
PART D

MANAGEMENT'S DISCUSSION AND ANALYSIS

Page D2

FINANCIAL STATEMENTS AND NOTES

Page D21

SEPTEMBER 30, 2006

Please note that the bottom of each page in Part D contains two different page numbers. A page number
with the prefix “D” refers to the number of such page in this document and the page number without
any prefix refers to the number of such page in the original document issued by IGM Finandial Inc.

The attached documents concerning IGM Financial inc. are documents prepared and publicly disclosed
by such subsidiary. Certain statements in the attached documents, other than statements of historical
fact, are forward-looking statements based on certain assumptions and the current expectations of the
subsidiary as set forth therein. The reader is cautioned to consider these statements carefully and not to put
undue reliance on forward-looking statements. For further information provided by the subsidiary as to
the material factors that could cause actual results to differ materially from a conclusion, forecast or projection
in the forward-looking information and the material factors and assumptions that were applied in drawing
a condlusion or making a forecast or projection set out in the forward-laoking information, please see the
attached documents, including the section entitled Forward-Looking Information.
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IGM FINANCIAL INC.

|

Management’s Discussion and Analysis

The Management’s Discussion and Analysis (MD&A) presents management’s view of the operations and financial
condidon of IGM Financial Inc.(IGM Financial or the Company) as at and for the three and nine months ended
September 30, 2006, compared with the same pertods in 2003, and should be read in conjunction with the 2005 IGM
Financial Inc. Annual Report and the 2006 IGM Financial Inc. First and Second Quarter Report to Shareholders filed
on www.sedar.com. Commentary in the MD&A as at and for the three and nine months ended September 30, 2006 is
as of November 1, 2006,

FORWARD-LOOKING INFORMATION

This report may contain forward-looking statements about IGM Financial, including its business operations, strategy
and expected financial performance and condition. Forward-looking statements include statements that are predictive

TS

in nature, depend upon or refer to future events or conditions, or include words such as “expects”, “antcipates”,
“intends”, “plans”, “believes”, “estimates” or negative versions thereof and similar expressions. In additon, any
statement that may be made concerning future financial performance (including revenues, earmnings or growth rates),
ongoing business strategies or prospects, and possible future Company action, is also a forward-locking statement.
Forward-looking statements are based on current expectations and projections about future events and are inherently
subject to, among other things, risks, uncertainties and assumptions about the Company, economic factors and the
financial services industry generally. They are not guarantees of future performance, and actual events and results
could differ materially from those expressed or implied by forward-looking sratements made by the Company due to,
but not limited to, important factors such as general economic, political and market factors in North America and

internadonally, interest and foreign exchange rates, global equity and capital markets, business competition,
technological change, changes in government regulations, changes in tax laws, unexpected judicial or regulatory
proceedings, catastrophic events, and the Company’s ability to complete strategic transactions and integrate
acquisidons. The reader is cautioned that the foregoing list of important factors is not exhaustive. The reader is also
cautioned to consider these and other factors carefully and not place undue reliance on forward-looking statements.
Other than as specifically required by applicable law, the Company has no specific intention to update any forward-
locking statements whether as a result of new informadon, future events or otherwise.

IGM Financial Inc.

Summary of Consolidated Operating Results

Net income for the three months ended September 30,
2006 was $191.4 million compared to $176.6 million for
the same period in 2005, an increase of 8.4%. Diluted
carnings per share were 72 cents for the pertod compared
to 66 cents in 2005, an increase of 9.1% for the quarter.
Net income for the nine months ended September 30,
2006 was $377.1 million. This amount included a
513.7 million (5 cents per share) non-cash income tax
benefit recorded in the second quarter resulting from
decreases in the federal corporate income tax rates and
their effect on the future income tax liability related o
indefinite life intangible assets adsing from the
acquisition of Mackenzie Financial Corporation in 2001.
There is no expectation that the future tax liabilicy will
become payable as the Company has no intention of
disposing of these assets. Diluted earnings per share on
this basis were 52.16 for the period. Net income for the

IGM FINANCIAL INC. THIRD QUARTER REPORT 1006 / MANAGEMENT'S DISCUSSION AND ANALYSIS

nine months ended September 30, 2006, excluding the
non-cash income tax benefit, was $563 .4 million
compared to net income of $505.2 million in 2005, an
increase of 11.5%. Diluted earnings per share on the
same basis were $2.11 for the period compared to
diluted earnings per share of $§1.90 for the same period
in 2003, an increase of 11.1%.

Sharcholders’ equity was $3.72 billion as at
September 30, 2006, up from 53.45 billion at
December 31, 2005, Return on average common
equity for the nine months ended September 30, 2006,
excluding a non-cash income tax benefit, was 20.3%
compared with return on average common equity of
19.9% for the same period in 2005. The quarterly
dividend per common share of 39.75 cents in the third
quarter represented an increase of 2.75 cents or 7.4%
from 37.0 cents in the second quarter of 2006.
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NON-GAAP FINANCIAL MEASURES

Net income, diluted earnings per share (EPS) and return
on common equity (ROE) excluding a non-cash income
tax benefit for the nine months ended September 30,
2006 exclude a non-cash income tax benefit recorded in
the second quarter resulting from decreases in federal
corporate income tax rates and their effect on the future
income tax lability related to indefinite life intangible
assets. While these non-GAAP financial measures are
used to provide management and investors with
additional measures to assess earnings performance, they
do not have standard meanings and are not directly
comparable to similar measures used by other companies.
Eamings before interest and taxes (EBIT) and earnings
before interest, taxes, depreciation and amortization
(EBITDA) are also non-GAAP financial measures. EBIT
and EBITDA are altenative measures of performance
utlized by management, investors and investment
analysts to evaluate and analyze the Company’s results,
EBITDA is discussed further in the Consolidated
Liquidity secton later in this MD&A. These non-GAAP

financial measures do not have standard meanings and
are not directly comparable to ary GAAP measure or to
similar measures used by other companies.

The reconciliation of non-GAAP results to reported
results in accordance with GAAP for net incoine, EPS
and EBITDA is provided in Table 1. The reconciliation
of non-GAAP resuits to reported results in accordance
with GAAP related to EBIT is provided in Table 2.

REPORTABLE SEGMENTS

IGM Financial’s reportable segments, which reflect the
current organizational strucrure, are:
* Investors Group
*  Mackenzie
* Corporate and Other.
Management measures and evaluates the performance
of these segments based on EBIT as shown in Table 2.
Discussion of Investors Group and Mackenzie
Segment Operating Results is contained in their
respective sections of this MD&A.

TABLE 1: RECONCILIATION OF NON-GAAP FINANCIAL MEASURES

(% mitlions)

THREE MONTHS ENDED NINE MONTHS ENDED
SEPTEMBER 30 SEPTEMBER 30
2006 2005 2006 2005

Net income excluding a non-cash income tax benefit -
Non-GAAP measure
Non-cash income tax benefit

$ 1914 5 1766 5 5634 § 5052
- - 13.7 -

Net income — GAAP

$ 1914 § 1766 § 5771 § 5052

Earnings per share excluding a non-cash income tax
bencfit - Non-GAAP measure
Non-cash income tax benefit

§ 072 $ 0.66 s 211 $ 190
- - 0.05 -

Earnings per share - GAAP

0.72 s 066 $ 216 S 190

EBITDA - Non-GAAP measure

386.4 S 345 $1,135.4 $ 11,0122

Commission amortization (73.6) 66.7) (220.3) (194.3)
Amortization of capital and intangible assets (5.2) (5.7) (15.9) (17.1)
Interest expense on long-rerm debt and

dividends on preferred shares (26.4) (27.0) (78.6) (80.3)
Income before income taxes and

non-controlling interest 281.2 2451 820.6 720.5
Income taxes (89.6) (68.3) (242.1) (214.0)
Non-controlling interest (0.2) 0.2 (1.4) {1.3)

Net income - GAAP

$ 1914 § 176.6 $ 5771 § 5052
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TABLE 2: CONSOLIDATED OPERATING RESULTS BY SEGMENT

Three months ended September 30 INVESTORS GROUP MACKENZIE CORPORATE & OTHER TOTAL
(3 mitlions} 2006 2005 2006 2003 2006 2005 2006 1003
Fee income $ 3347 53086 § 2242 S 2163 § 288 % 235 $§ 5877 § 5484
Net investrnent income
and other 38.1 283 6.5 4.9 10.8 5.4 55.4 386
372.8 336.9 230.7 221.2 39.6 28.9 643.1 587.0
Operating expenses
Commissions 97.6 838 90.1 85.8 17.5 13.9 205.2 1835
Noen-commission 64.2 64.9 62.1 63.2 8.2 7.6 134.5 135.7
161.8 148.7 152.2 149.0 25.7 215 339.7 319.2
Earnings before interest
and taxes $ 2110 S 1882 $ 785 § 722 § 139 § 74 303.4 267.8
Interest expense 22.2 22.7
Income before income taxes and non-centrolling interest 281.2 2451
Income taxes 89.6 68.3
Incomne before non-controlling interest 191.6 176.8
Non-controlling interest 0.2 0.2
Net income $ 1914 § 1766
Nine months ended September 30
(5 millions)
Fee income $ 9920 S 8848 $ 687.7 5 6434 0§ 844 $ 753 $1,764.1 51,6035
Ner investment income
and other 113.0 1007 20.3 13.5 28.6 20.6 161.9 135.8
1,105.0 986.5 708.0 636.9 113.0 95.9 19260 1,7393
Operating expenses
Commissions 287.3 238.9 274.9 2525 51.6 45.6 613.8 537.0
Non-commission 204.9 199.0 196.4 192.1 24.1 231 4254 414.2
492.2 437.9 471.3 444.6 75.7 68.7 1,039.2 951.2
Eamnings before interest
and taxes $ 6128 § 5486 § 2367 S 2123 $ 373 0§ 272 886.8 788.1
Interest expense 66.2 67.6
Income before income taxes and non-controlling interest 820.6 720.5
Income taxes 2421 214.0
Income before non-controlling interest §78.5 506.5
Non-controlling interest 1.4 13
Net income
GAAP §77.1 8 35052
Excluding a non-cash income tax benefit” 5634 5 5052

® Refer wo Summary of Consolidated Operating Results for an explanation of the Companys use of non-GAAP financial measures.
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The Corporate and Other segment includes operating
results for Invesunent Planning Counsel, net invesoment
income earned on unallocated investments and other
income as well as inter-segment eliminadons. Eamings
before interest and taxes were $13.9 million for the
three months ended September 30, 2006 compared 1o
$7.4 million in 2005. Earnings before interest and raxes
related to Investment Planning Counsel were $1.0 million
higher than 2005 levels. Net investment income on
unallocated investments increased by $5.4 million in
2006 compared with 2005 as a result of higher balances
and increases in interest rates.

For the nine months ended September 30, 2006,
carnings before interest and taxes for Corporate and
Other were $37.3 million compared to $27.2 million
in 2003. Earnings before interest and taxes related to
Investment Planning Counsel were $0.3 million higher
than 2005 levels. Investment Planning Counsel’s 2005
results included a non-recurring gain of $1.1 million
related to the disposition of an investment. Net
invesunent income on unallocated investments increased
by S13.4 million in 2006 compared with 2005 related o
both higher balances and higher interest rates. Other
income decreased by $4.2 million in 2006 compared
with 2003, Other income in 2005 included the
elimination of certain provisions established as a result
of previous acquisitions,

Certain items reflected in Table 2 are nor allocated
to Segments:

TABLE 3: EFFECTIVE INCOME TAX RATE

Interest expense — Represents the interest expense on
both the remaining debt issued pursuant to the
Mackenzie acquisition and a note payable to Power
Financial Corporation, as well as dividends paid on
the outstanding preferred shares. Interest expense on
long-term debr issued in relation to the Mackenzie
acquisidon totalled $17.0 million and $50.7 million
for the three and nine month periods ended
September 30, 2006 compared with $17.5 million
and $52.1 million in 2005. The decrease in both the
three and nine month periods related to the interest
on the $25.0 millien note payable to Power Financial
Corporation which matured on January 16, 2006.
Dividends paid on preferred shares were $5.2 million
and $15.5 millien for the three and nine month
periods in both 2006 and 2005,

Income taxes - The effective income tax rate for the
three months ended September 30, 2006 was 31.8%
compared with 27.9% in 2005 as shown in Table 3.
The change in the effective income tax rate relates
primarily to the amount of favourable tax expenience
recognized in 2005 compared with 2006 as reflected
in the Qther items line in Table 3.

The effective income tax rate for the nine months
ended September 30, 2006 was 29.5% compared with
29.7% in 2005. As a result of decreases in federal
corporate income tax rates and the resulting reduction
in the future income tax liability related to indefinite
life intangible assets, the Company recorded a

THREE MONTIIS ENDED
SEPTEMBER 310

NINE MONTHS ENDED
SEPTEMEER 3G

2006 100§ 2006 2005

Income taxes at Canadian federal and

provincial statutory rates 3545% 35.90% 35.47% 35.95%
Effect of:

Dividend income (0.16) (0.18) {0.16) {0.19)

Net capital gains and losscs (0.88) (0.93) {0.91) {0.82)

Share of earnings of affiliace (2.36) (2.92) (2.55) (2.81)

Preferred dividends paid 0.67 0.78 0.69 0.80

Impact of rate changes on future income taxes

related to indefinite life intangible assets - - (1.66) -

Other items (0.89) (4.76) (1.38) (3.22)

Effective income tax rate 31.83% 27.89% 29.50% 29.71%
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$13.7 million (30.05 per share) non-cash income tax
benefit in the second quarter. This resulted in a 1.66%
reduction in the effective income tax rate for the nine
month period in 2006. The benefit of the reduction
in federal and provincial corporate income tax rates
on other operating furure income tax assets and
liabilities is reflected in the Other items line.
Continuous tax planning may allow the Company
to record lower income taxes in the current period
and, as well, income taxes recorded in prior periods

Investors Group
Assets Under Management

The leve! of assets under management is influenced by
three factors: sales, redemptions and investment rewrns.
The changes in assets under management in 2006
compared with 2005 are reflected in Table 4.

For the three months ended September 30, 2006,
sales of [nvestors Group mutual funds through its
Consultant network were $1.2 billion, an increase of
3.3% from 2005. Murtual fund redemptions totalled
$1.1 biltion for the same period, a decrease of 2.8%

may be adjusted in the current period to reflect
management’s best estimates of the overall adequacy
of its provisions at that time, Any related tax benefits
or changes in management’s best estmates are
reflected in Other items, which also includes, but is
not limited to, the effect of lower effective tax rates
on income not subject to tax in Canada.
Management monitors the status of its income tax
filings, and regularly assesses the overall adequacy of
its provision for income taxes.

from 2005. Investors Group’s twelve month wailing
redemption rate for long-term funds decreased to 8.1%
at September 30, 2006 from 9.1% at September 30,
2005 and remains below the average redemption rate of
approximately 15.5% for all other members of the
Investment Funds Institute of Canada (IFIC). Net sales
of Investors Group mutual funds were $127 million in
2006 compared with net sales of $56 million in 2005,
an increase of 129%. Sales of long-term funds were

TABLE 4: CHANGE IN MUTUAL FUND ASSETS UNDER MANAGEMENT - {INVESTORS GROUP

THREE MONTHS ENDED SEPTEMBER 30

NINE MONTHS ENDED SEPTEMEER 31O

(3 millions) 2006 CHANGE 2006 2005 CHANGE
Sales $ 1,2444 5 1,205.1 33% 2§ 46925 S5 41111 i14.1%
Redemptions 1,117.3 1,149.6 2.8) 3,682.6 3,587.3 2.7
Net sales 127.1 129.0 1,009.9 5238 92.8
Market and income 2,034.6 2,067.1 (1.6) 2,281.9 4,011.2 (43.1)
Net change in assets 2,161.7 2,122.6 1.8 3,291.8 4,535.0 274
Beginning assets 51,831.1 46,922.2 10.5 50,701.0 4+4,509.8 13.9
Ending assets $ 53,9928 S 49,0448 10.1% $ 53,9928 § 49,048 10.1%
Consists of:

Investors Masterseries™ funds $ 46,4327 % 42,2474 9.9%

IG Mackenzie partner funds 2,345.5 2,051.4 14.3

Partner funds 4,683.1 4,246.4 10.3

iProfile™ funds 531.5 499.6 6.4

$ 53,992.8 S 49,044.8 10.1%

Average daily assets $ 53,1053 § 48,295.0 10,0% § 52,7009 §$ 46,481.5 13.4%
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$1.0 billion for the three months ended September 30,
2006, unchanged from 2005. Net sales of long-term
funds were 545 million compared to net sales of

$10 million in 2005.

For the nine months ended September 30, 2006,
sales of Investors Group mutual funds were $4.7 billion,
an increase of 14.1% from 2003. Mutual fund
redemptions totalled 53.7 billion for the same period,
an increase of 2.7% from 2005. Net sales of Investors
Group mutual funds were $1.0 billion in 2006 compared
with net sales of 5524 million in 2003, an increase of
92.8%. Sales of long-term funds were 4.0 billion for
the nine months ended September 30, 2006, compared
with 53 4 billion in 2003, an increase of 15.2%. Net
sales of long-term funds were 5772 million compared to
net sales of $361 million in 2005, an increase of 114%.

At September 30, 2006, 34% of Investors
Masterseries™ mutual funds had four or five star ratings
from the Morningstar' fund ranking service and 69%
had a rating of three stars or better, compared to 34%
and 64% respectively at December 31, 2005. This
compared to the Morningstar! universe of 31% for four
and five star funds and 67% for three stars or better at
Septernber 30, 2006. Morningstar Ratings' are an
objective, quantitative measure of a2 fund’s three, five
and ten vear risk-adjusted performance relative to
comparable funds.

Investors Group’s murual fund assets under
management were $54.0 billion at September 30, 2006
as shown in Table 4. This level of assets represented an
increase of $2.2 billicn or 4.2% from June 30, 2006 and

Other Products and Services

INSURANCE

Investors Group distributes insurance products through
I.G. Insurance Services Inc. For the three months ended
September 30, 2006, sales of insurance products as
measured by annualized premiums were $8.2 million,
unchanged from the prior year. For the nine months
entled September 30, 2006, sales of insurance products
were $24.9 million, an increase of 2.0% or 50.5 million
from 2005. Total face amount of insurance in force at
September 30, 2006 was $40.0 billion, an increase of
$3.7 billion from September 30, 2005.

reflected net sales of $127.1 million and market
appreciation of $2.0 billion for the quarter. During the
nine month period ending September 30, 2006 assets
increased by $3.3 billion or 6.5% with net sales of

$1.0 billion and market appreciation of $2.3 billion
accounting for the increase in assets. During the twelve
month period ended September 30, 2006, assets
increased by $4.9 billion or 10.1% and reflected net
market appreciation of 3.7 billion and net sales of
murual funds totalling $1.2 billion.

On July 21, 2006, Investors Group launched new
funds in both unit trust and Corporate Class versions to
furthet complement the existing lineup. Two Canadian
growth mandates, [nvestors Canadian Growth Fund and
the IG Mackenzie Maxmum Canadian Equity Growth
Fund, invest primarily in growth-oriented Canadian
companies. Additionally, the new unit trust funds were
incorporated into a select number of Investors Group's
Alto™ and Allegro™ portfolio funds.

On August 14, 2006, Investors Group launched the
[nvestors Greater China Fund and a Corporate Class
version of the Fund (named Investors Greater China
Class). These funds will invest in equity securitics of
companies located in China, Hong Kong, Taiwan and
Singapore and in companies that derive a significant
portion of their revenues from the Greater China area.

On September 5, 2006, Investors Group announced
the establishment of the Investors Group Charitable
Giving Program™. This donor-advised giving program
will enable Canadians to make charitable donations that
will support charities of their choice.

SECURITIES OPERATIONS

Investors Group provides securities services to clients
through Investors Group Securities Inc. At
September 30, 2006, assets under administration in
investors Group Securites Inc, were $1.2 billion.

MORTGAGE OPERATIONS

Investors Group Consultants play an important role in
sourcing residential mortgages through client referrals
to [nvestors Group mortgage planning specialists.

[GM FINANCIAL INC. THIRD QUARTER REPORT 20006 / MANAGEMENT'S DISCUSSION AND ANALYSIS
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Through its mortgage banking operations, mortgages
are sold to Investors Mortgage and Short Term Income
Fund, Investors Group’s intermediary operations, as well
as to third partdes and to mortgage conduits. [nvestors
Group is responsible for the ongoing servicing of these
mortgages. Investors Group mortgage operations
provides both origination and servicing as outined in
the Investors Group Review of the Business contained
in the 2005 IGM Financial Inc. Annual Report. At
Seprember 30, 2006, Investors Group serviced

55.9 billion in mortgages, as compared to $5.4 billion
at September 30, 2003,

SOLUTIONS BANKING'

Investors Crroup provides banking services to its clients
through Solutions Banking!. The offering consists of a
wide range of products and services provided by the
National Bank of Canada under a long-term distribution
agreement and includes: investment loans, lines of
credit, personal loans, creditor insurance, deposit
accounts and credit cards.

Consultant Network

Investors Group is focused on growing its distribution
network by attracting and waining new Consultants as
well as retaining existing Consultants. This is discussed
more fully in the Investors Group Review of the
Business contained in the 2005 IGM Financial Inc.
Annual Report. As at September 30, 2006, the number
of Consultants totalled 3,860 compared to 3,668 at
December 31, 2005 and 3,560 one year ago. The number
of Consultants with more than four years experience was
2,174 compared to 2,100 at December 31, 2005 and

IGM FINANCIAL INC. THIRD QUARTER REPORT 2006 / MANAGEMENT'S DISCUSSION AND ANALYSIS

SEGREGATED FUNDS

At September 30, 2006, Investors Group offered its
clients eight segregated funds distributed solely by
Investors Group Consulants. These segregated funds
are underwritten by The Great-West Life Assurance
Company and invest in mutual funds managed by
Investors Group. At September 30, 2006, total
segregated fund assets were $119.4 million compared to
$68.0 million at September 30, 2005. On October 2,
2006, Investors Group launched 14 new segregated
portfolio funds. Each new segregated portfolio fund
emulates an existing Alto™ or Allegro™ portfolio fund.

ADDITIONAL PRODUCTS AND SERVICES

Investors Group also offers guaranteed investment
certificates to its clients through Investors Group Trust
Co. Ltd. and 2 number of other financial institutions.

2,098 one year ago, The Consultant network has grown
in each of the last nine consecutive quarters and now
stands at its highest level on record.

In 2005, Investors Group added seven new region
offices concurrent with the growth of its field management
and the number of new Consultants. In 2006, Investors
Group is embarking on a further phase of region office
expansion with five new region offices announced for
Vancouver, Regina, London, Mississauga, and Halifax.

11
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Segment Operating Results

Investors Group’s earnings from operations before
interest and taxes for the three and nine month periods
ended September 30, 2006 compared with 2005 are
presented in Table 5.

FEE AND NET INVESTMENT INCOME
For the three months ended September 30, 2006,

management fee income increased by $23.1 million to
$260.9 million, reflecting the increase of 10.0% in average
daily murual fund assets during the quarter compared
with 2005. For the nine month period, management fee
income increased $90.8 million, reflecting the increase
of 13.4% in vear-to-date average daily mutual fund
assets compared with 2005. Management fee income
represents 195 basis points of average daily murual fund
assets in both the three and nine month periods in 2006,
unchanged from 2005.

Investors Group receives administration fees for
providing administrative services to its mutual funds
through certain of its subsidiaries and trusteeship services
to its unit trust mutual funds through Investors Group
Trust Co. Ltd. Administration fees totalled $45.3 million
for the three months ended September 30, 2006, up
from $40.4 million in 2005. Fees for the nine months
ended September 30, 2006 were $135.5 million compared
to $124.5 million in 2003. The increase in fee income
for both the three and nine month periods relates

TABLE 5: OPERATING RESULTS - INVESTORS GROUP

THREE MONTHS ENDED SEPTEMBER 30

primarily to increases in trustee fees and other service fees

resulting from the growth in average mutual fund assets.
Distribution fees are earned from:

* Redemption fees on murual funds sold with a back-
end load feature.

* Distribution of insurance products through 1.G.
Insurance Services Inc,

* Securities trading services provided through
Investors Group Securites Ine.

* Banking services provided through Solutions Banking®,
an arrangement with the Nadonal Bank of Canada.
Distribution fee income totalled $28.5 million for the

three months ended September 30, 2006 compared wo

$30.4 million in 2005. For the nine month period,
distribution fee income totalled $86.2 miliion compared
to 580.8 million in 2005. Changes in both the three and
nine month periads resulted from: (i) distribution fee
income on securittes and banking operations which
increased by $2.4 million and $4.6 million respectively
in the three and nine month periods; (i} disaibution fee
income earned on the sale of insurance products which
increased by §1.3 million and $4.2 million respectively
in the three and nine month periods. The 2005 results
for insurance operations in both the three and nine
month periods included additional revenue related to the
restructuring of the Company’s distribution agreements,
and; {iii) redemption fee income which was $7.8 million

for the three months ended September 30, 2006

NINE MONTHS ENDED SEFTEMBER 30

(8 mitlions) 2006 100§ CHANGE 1006 1005 CHANGE
Fee and net investiment income
Management $ 260.9 § 2378 9.7% $ 7703 S 679.5 13.4%
Administration 453 40.4 2.1 135.5 124.5 8.8
Distribution 28.5 304 (6.3) 86.2 80.8 6.7
Net investment income and other 38.1 283 34.6 113.0 101.7 11.1
372.8 3369 10.7 1,105.0 986.5 12.0
Operating expenses
Commissions 46.5 385 208 135.8 107.2 26.7
Asset retention bonus and premium 51.1 45.3 12.8 151.5 131.7 15.0
Non-commission 64.2 64.9 (1.1} 204.9 199.0 30
161.8 148.7 8.8 492.2 437.9 12.4
Earnings before interest and taxes  $ 211.0 § 188.2 12.1% $ 612.8 S 548.6 11.7%
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compared to $8.1 million in 2005. Redemption fee
income of $26.2 million for the nine months ended
September 30, 2006 increased by $2.4 million due to
both higher redemptions subject to deferred sales
charges in 2006 compared to 2005 and a higher amount
of assets subject to the industry standard deferred sales
charge schedule which Investors Group introduced

in 2003.

Net investment income represents the difference
between investment income and interest expense. Interest
expense includes interest on deposit liabilities, certficates
and debt incurred to finance Investors Group’s
investment in Great-West Lifeco Inc. (GWL). Net
investment income and other totalled $38.1 million for
the three months ended September 30, 2006, an increase
of 59.8 million from $28.3 million in 2005 relaing
primarily to increases in revenues related to mortgage
banking activities and gains on the sale of securities.

For the nine months ended September 30, 2006, net
investment income and other totalled $113.0 million, an
increase of $11.3 million from $101.7 million in 2005.
Increases in gains on the sale of securities, Investors
Group’s share of GWL earnings, and revenues related
to mortgage banking activities were offset in part by
decreases in other income, Other income in 2005
included the recovery of prior years’ commodity taxes
paid and a reduction of $2.5 millicn in provisions
previously established for the exit of certain activities
which were no longer required.

OPERATING EXPENSES

Investors Group incurs commission expense in connection
with the distribution of its financial services and products,
particularly its mural funds. Commissions are paid on
the sale of these products and will fluctuate with the
level of sales. Commission expense for the three months
ended September 30, 2006 increased by $8.0 million to
$46.5 million compared with $38.5 million in 2005. For
the nine months ended September 30, 2006, commission
expense increased by $28.6 million te $135.8 million
from $107.2 million in 2005.

The increase in commission expense was due to:

* Increase in amortization of commissions totailing
£7.4 million for the three months and $22.2 million
for the nine months related to prior years’ sales.
This increase reflects the impact from the change
in estimate, effective April 1, 2001, which increased
the term of amortization on mutual fund sales
commissions to 72 months.

* Increase in amortization of commissions of $0.8 million
for the three months and 1.7 million for the nine
months related to higher commission payments in
2006 compared with 2005. The increase in commission
payments results from higher mutual fund sales.

* Increase in other compensation of $4.7 million for
the nine months related to mutual fund operations,
insurance, mortgage and banking products due o
higher sales.

The asset retention bonus (ARB) and premium
(ARP) expenses, which are based on the level of assets
under management, are comprised of the following:
¢ ARB which is paid monthly and is based on the value

of assets under management. ARB expense increased

by $4.1 million to $44.1 million for the three month
period and $15.2 million to $130.5 million for the
nine month period primarily as a result of the increase
in assets under management-

+ ARP which is a deferred component of compensation
designed to promote Consultant retendon. The ARPE,
which is related to assets under management at each
year-end, increased by $1.7 million in the three month
period in 2006 to $7.0 million. For the nine month
period, ARP increased 54.6 million to $21.0 miilion.
Non-comimission expenses totalled $64.2 million for

the three months ended September 30, 2006 compared

with $64.9 million in 2005, a decrease of $0.7 million or

1.1%. For the nine month period, non-commission expense

totalled $204.9 million compared to $199.0 million in

2005, an increase of §5.9 million or 3.0%. Increases in

expenses in both periods were primarily due to:

* Increases in Consultant Network support costs as a
resulr of increased acdvity levels.

s Increases in expenses related to the administration
of Investors Group'’s mutual funds due 1o both
increased transactional volumes and unitholder
system enhancements,

Non-commission expenses for the three and nine
months ended September 30, 2006 also included a
reduction in expenses of $4.6 million arising from a
change in estimate related to credit losses on the
Company'’s mortgage banking operations.

Non-commission expenses for the nine months
ended September 30, 2005 included a reduction in
expenses of $1.7 million in the first quarter arising from
a change in estimate related to credit losses on
Consultant financing programs.
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Mackenzie
Assets Under Management

Mackenzie's total assets under management at
September 30, 2006 were $56.8 billion, an increase of
$6.9 billion or 13.9% from $49.9 billion at December 31,
2005 and an increase of $8.9 billion or 18.7% from
$47.9 billion as at September 30, 2005. Mackenzics
murual fund assets under management were $43.5 billion
at September 30, 2006, an increase of $1.9 billion or
4.6% from $41.6 billion as at December 31, 2005 and an
increase of $3.3 billion or 8.2% from $40.2 billion as at
September 30, 2003. Included in Mackenzie’s
institutional accounts is $3.3 billion resulting from
Mackenzie’s acquisition of the assets of the Cundill
Group during the third quarter of 2006. The changes in
assets under management are summarized in Table 6.

In the three month period ended September 30,
2006, gross sales of Mackenzie’s murual funds were
$1.4 billion, a decrease of 16.0% from $1.7 billion in the
comparative period last vear, Redemptons of mutual
funds in both the current and prior year period were
51.6 billion. Net redemptions of mutual funds for the
three month peried ended September 30, 2006 were
£194 million, as compared to net sales of $110 million

tor the comparative period last year. Net redemptions of
long-term funds were $307 million in the current
period, as compared to net sales of long-term funds of
$85 million in the comparative period last year.

For the nine month period ended September 30,
2006, gross sales of Mackenzie’s mutual funds were
$5.3 billion, an increase of 6.7% from $5.9 billion in the
comparative period last year. Redemptions of mutual
funds in the current period were $5.8 billion as compared
to redemptions of $3.2 billion in the nine month period
ended September 30, 2003. Net sales of mutual funds for
the nine month period ended September 30, 2006 were
%450 million, as compared to net sales of $663 million in
the comparative period last year. Net sales of long-term
funds were 8335 million for the nine month period
ended Seprember 30, 2006, as compared to net sales of
long-term funds of $684 million in the comparative
period last vear.

As at September 30, 2006, Mackenzie’s twelve month
trailing redemption rate for long-term funds was 15.1%,
unchanged from the comparative period last vear. The
average twelve month trailing redempdon rate for

TABLE 6: CHANGES IN ASSETS UNDER MANAGEMENT - MACKENZIE

THREE MONTHS ENDED SEPTEMBER 310

NINE MONTHS ENDED SEPTEMEER 30

(S millions} 2006 CHANGE 20006 2005 CHANGE
Mutual Funds
Sales $ 14458 S 1,721.7 16.0)% $ 6,2853 § 58923 6.7%
Redemptions 1,639.9 1,611.3 1.8 5,835.4 5,229.6 11.6
Net sales (redemptions) (194.1) N/M 449.9 662.9 {32.1)
Market and income 1,290.7 1,155.7 11.7 1,456.0 2,254.2 (35.4)
Net change in assets 1,096.6 1,266.1 (13.4) 1,905.9 2,917.1 (34.7)
Beginning assets 42,401.3 38,9492 89 41,592.0 37,298.2 11.5
Ending assets $ 43,4979 § 40,2153 8.2% 43,497.9 40,215.3 8.2
Institutional Accounts
Related parties including
Investors Group 4,254.3 3,914.8 8.7
Other 8,891.7 3,536.7 151.4
13,146.0 74513 76.4
Structured Products 147.4 187.1 (21.2)
Tortal $ 56,7913 § 47,8539 18.7%
Average daily mutual
fund assets 5 43,0709 § 39,6597 8.6% 8§ 429813 § 38,6649 11.2%

IGM FINANCIAL INC. THIRD QUARTER REPORT 20006 / MANAGEMEINT'S DISCUSSION AND ANALYSIS

POWER CORPORATION OF CANADA — THIRD QUARTER REPORT 2006

D 11

T UINTIVIINYNES WO




IGM FINANCIAL INC.

long-term funds for al} other members of IFIC declined
1o approximately 14.8% at September 30, 2006 from
16.1% last year. Mackenzie’s twelve month trailing
redemption rate for long-term funds increased primarily
due to the proportion of Mackenzie’s mutual fund units
which are no longer subject to a redemption fee.

During the three month period ended September 30,
2006, net market appreciation resulted in murual fund
assets increasing by $1.3 billion as compared to an increase
of $1.2 billion in the comparative period last year. During
the nine month pertod ended September 30, 2006, net
marker appreciation resulted in mutual fund assets
increasing by $1.5 billion as compared to an increase of
$2.3 billion in the comparative period last year.

At September 30, 2006, 40% of Mackenzie’s mutual
fund assets measured by the Momningstar' fund ranking
service had four or five star ratings and 78% had a rating
of three stars or better. This compared to 46% and

Segment Operating Results

Mackenzie’s earnings from operations before interest
and taxes for the three and nine month periods ended
September 30, 2006 compared with 2005 are presented
in Table 7.

TABLE 7: OPERATING RESULTS - MACKENZIE

THREE MONTHS ENDED SEPTEMBER 10

89% respectvely at September 30, 2005, and to the
Mommingstar' universe of 53% for four and five star
funds and 86% for three stars or better as at
September 30, 2006.

Mackenzie also provides investment management
services to institutional accounts. The assets in these
accounts as at September 30, 2006 were $13.1 billion, a
76.4% increase from §7.5 billion last year. Included in
Mackenzie’s institutional accounts is $3.3 billion resulting
from Mackenzie’s acquisition of the assets of the Cundill
Group during the quarter. As well, Mackenzie's
structured products totalled $147 million as at
September 30, 2006, a decrease of $39.7 million as
compared to September 30, 2005.

On July 4, 2006, Mackenzie launched the Mackenzie
Charitable Giving Fund, 2 donor-advised giving
program designed to provide a strategic and focused
approach to giving.

FEE AND NET INVESTMENT INCOME

The majority of Mackenzie's revenues are earned from
management services it provides as fund manager to the
Mackenzie mutual funds. In addidon to Mackenzie’s

NINE MONTIIS ENDED SEPTEMBER 30

(S millions) 1006 2005 CHANGE 2006 2005 CHANGE
Fee and net investment income
Manmgement $ 1854 $ 1743 6.4% $ 5649 5 5145 9.8%
Administration L6 33.8 (6.5) 97.8 102.7 (4.8)
Distribution 7.2 8.2 (12.2) 25.0 26.2 (4.6)
Net investment income 2nd other 6.5 49 32.7 20.3 13.5 50.4
230.7 221.2 4.3 708.0 656.9 7.8
Operating expenses
Commissions 379 384 (1.3} 119.0 114.7 3.7
Trailing commisstons 52.2 474 10.1 155.9 137.8 13.1
Naon-commission 62.1 63.2 (1.7) 196.4 1921 2.2
152.2 149.0 2.1 471.3 444.6 6.0
Earnings before interest and taxes $ 78.5 $ 722 87% $ 236.7 $ 2123 11.5%
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retail priced murual funds, it also offers various series of
these funds with management fees that are designed for
fee-based programs, large accounts and third party
investment programs offered by banks, insurance companies
and investment dealers. In these programs, Mackenzie
will not pay trailing commissions or selling commissions.
As at September 30, 2006, there were $5.8 billion of
mutual fund assets in these series of the funds, as
compared to $4.4 billion as at September 30, 2003,

Management fees were 5185.4 million for the three
month period ended Seprember 30, 2006, an increase
of 511.1 million or 6.4% from $174.3 million in the
comparative period last vear. The increase in management
fees was attributed to an 8.6% increase in Mackenzie's
average mutual fund assets under management from
339.7 billion as at September 30, 2005 to $43.1 billion in
the current period and the growth in its institutional
accounts. The overall increase in management fees was
less than the growth in assets under management due to
a change in asset mix in retail priced funds and in non-
retail priced funds, the relative propertion of which
results in a lower effective management fee rate. In
addition, there was one less business day in the current
quarter versus the comparative quarter last vear.

Management fees were $564.9 million for the nine
month period ended September 30, 2006, an increase
of $50.4 million or 9.8% from $514.5 million in the
comparative period last vear. The increase in management
fees was arributed to an 11.2% increase in Mackenzies
average mutual fund assets under management from
338.7 billion as at September 30, 2005 to $43.0 billion in
the current period and the growth in institutional assets.
The overall increase in management fees was less than
the growth in assets under management because of a
shift in asset mix from retail priced funds to non-rerail
priced funds, which results in a lower effective
management fee rate.

Administration fees were $31.6 million for the three
month period ended September 30, 2006, a decrease of
§$2.2 million from $33.8 million in the comparative
period last year. Administration fees were $97.8 million
for the nine month period ended September 30, 2006, a
decrease of $+.9 million from $102.7 million in the
comparative period last year.

Administradon fees include the following main
components:

* Operating expenses recovered from Mackenzie
murtual funds and structured preduets.
*  Asset allocation fees.

¢ Trustee and other administration fees generated from
the MRS account administration business,

The decrease in administration fees for the three
month period ended September 30, 2006 is primarily
attributed to a decline in fees for administering the
VenGrowth labour sponsored funds. VenGrowth
terminated their administration agreement with
Mackenzie effective November 2005. The decrease in
administration fees for the nine month period ended
September 30}, 2006 is primarily atributed to a decline
in counterparty revenue as a result of the elimination of
the foreign property rules applicable to registered plans
in July 2003 and Mackenzie’s decision to discontinue this
product offering, and a decline in fees for administering
the VenGrowth labour sponsored funds.

Mackenzie earns distribution fee income on
redempdens of mutual fund units sold on a deferred
sales charge basis and on a low load basis. Distribution
fees charged for deferred sales charge assets range from
5.5% in the first year and decrease to zero after seven
vears. Distribution fees for low load assets range from
3.0% in the first year and decrease to zero after three
years. Distribution fee income in the three month
period ended September 30, 2006 was $7.2 million,

a decrease of 51.0 million from $8.2 million in the
comparative period last vear. Distributdon fee income
for the nine month period ended September 30, 2006
was 525.0 million, a decrease of $1.2 million from
526.2 million in the comparative period last year.
Although the toral level of redemptions increased during
the three and nine month periods ended September 30,
2006 relative to the corresponding periods last year, the
decline in distribution fee income was due to a period
over period decline in the absolute level of redemption
of units that are subject to a redemption fee.

The most significant component of net investment
income and other is the net interest margin from M.R.S.
Trust Company's lending and deposit operations. Net
investment income in the three month period ended
September 30, 2006, was $6.5 million, an increase of
51.6 million as compared to 5.9 million in the three
month period ended September 30, 20035, Net investunent
income in the nine month period ended September 30,
2006 was $20.3 million, an increase of $6.8 million as
compared to $13.5 million in the nine month period
ended September 30, 2005. Increases in M.R.S. Trust
Company’s loan portfolio, rising interest rates and gains
realized at Mackenzie in the current year on the
disposition of marketable securities accounted for this
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increase. There were no corresponding gains on the
disposition of marketable securities in the prior year.

OPERATING EXPENSES

Mackenzie’s operating expenses increased 2.1% and
6.0% respectvely in the three and nine menth periods
ended September 30, 2006 as compared to the
corresponding periods last vear.

Mackenzie pays selling commissions to the dealers
that sell its mutual funds on a low load and deferred
sales charge basis. Comunission expense, which represents
the amortizaton of selling commissions, was $37.9 million
in the three month period ended September 30, 2006 as
compared to 538.4 million in the comparative period last
year. Comumission expense in the nine month period
ended September 30, 2006 was $119.0 million, as
compared to $114.7 million in the same period in 2005,
Mackenzie amortizes selling commissions over three
years from the date of original purchase of the applicable
low load units and over a maximum period of seven
years from the date of original purchase of the applicable
deferred sales charge unirs.

Trailing commissions paid to dealers are calculated
as a percentage of assets under management and vary
depending on the fund type and whether the fund was
putchased on a front-end basis, a deferred sales charge
basis or on a low load basis. Trailing commissions are
generally not paid on non-reuail series of mural funds and
instirutional assets.

Trailing commissions paid to dealers were $52.2 million
in the three month period ended September 30, 2006,
an increase of 54.8 million or 10.1% from $47.4 million
in the comparative period last year. Trail commission

expense in the nine month period ended September 30,
2006 was $155.9 million, an increase of $18.1 million or
13.1% from $137.8 million in the comparative period
last year. The increase in trailing commissions in the
three and nine month periods is due to the year over vear
growth in average mutual fund assets under management
and the increase in the average trail commission rate.
Tralling commissions as a percentage of average mutual
fund assets under management increased to 0.486% in
the current quarter as compared 1o 0.478% in the
corresponding quarter last year and increased to 0.485%
in the nine month period ended September 30, 2006 as
compared to 0.475% in the same period last vear. The
increase in the average trail commission rate is atributed
to an increase in the reladve proportion of Mackenzie’s
mutual fund assets that were purchased on a front-end
basis as opposed to a deferred sales charge basis.

Non-commission expenses decreased $1.1 million or
1.7% to $62.1 million in the three month period ended
September 30, 2006, from $63.2 million in the
comparative period last year. Non-commission expenses
increased $4.3 million or 2.2% to $196.4 million in the
nine month period ended September 30, 2006 from
5192.1 million in the comparadve period last vear. A
component of the non-commission expenses incurred by
Mackenzie are related to the administration of its mutual
funds. The remaining non-commission expenses relate
to costs incurred by Mackenzie in the marketing and
management of its mutual funds and in its account
administration and trust company businesses. The
primary reason for the increase in non-commission
expenses in the nine month period ended September 30,
2006 as compared to the corresponding period last year
is due to an increase in subadvisory expenses.
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IGM Financial Inc.
Consolidated Financial Position

IGM Financial’s on-balance sheet assets totalled
$7.12 billion at September 30, 2006 compared to
$6.81 billion at December 31, 2005.

The Company’s securides holdings were $151.9 million
at September 30, 2006, a decrease of $26.1 million or
14.7% from December 31, 2005. The fair value of the
Company’s portfolio exceeded cost by 381.1 million at
September 30, 2006 compared with $123.7 million at
December 31, 2005.

Loans, including mortgages and personal loans,
increased by 595.6 million to $608.6 million at

September 30, 2006 and represent 8.5% of total assets,
compared to 7.5% at December 31, 2005, Residental
mortgage loans related to the Company’s mortgage
banking operadons increased $86.1 million. These
residential mertgage loans are funded primarily by sales
to third partdes and morgage conduits on a fully serviced
basis and to the Investors Mortgage and Short Term
Income Fund. In the Company’s intermediary operations,
personal loans increased by $26.8 million while
residential mortgage loans decreased by $17.9 million in
the nine month period to September 30, 2006.

Consolidated Liquidity and Capital Resources

LIQUIDITY

IGM Financial’s operating liquidity is required for:

* Financing ongoing operations, including the funding
of selling commissions.

* Temporarily financing mortgages in its mortgage
banking facility.

* Meeting regular interest and dividend obligations
related to long-term debrt and preferred shares.

* Payment of quarterly dividends on its outstanding
common shares.

* Mainuaining liquidity requirements for regulated
entities.

¢ Financing common share repurchases telated to the

Company’s normal course issuer bid.

As well, a portion of cash and cash equivalents and
loans relate to the Company’s deposit operations. At
September 30, 2006, deposits and certificates totalled
$719.9 million compared to $692.8 million at
December 31, 2005,

IGM Financial continues to generate significant
cash flows from its operations. Earnings before interest,
taxes, depreciaton and amortization (EBITDA) rtotalled
£386.4 million for the three months ended September
30, 2006 compared 1o $344.5 million in 2005, and
represents an increase of 12.2%. EBI'TDA totalled
$1,135.4 million for the nine months ended September 30,
2006 compared to $1,012.2 million in 2003, and
represents an increase of 12.2%.

In addidon to ¥GM Financials current balance of
cash and cash equivalents in excess of the operating
liquidity requirements described above, other potentia
sources of liquidity include the Company’s portfolio of
securities and lines of credit. The Company maintains

operating lines of credit totalling $210 million with

various Schedule A Canadian chartered banks, of which

$50 million represented committed lines of credit.
IGM Financial’s demonstrated ability to raise

funds in domestic debt and equity markets is also a

source of liquidity.

Cash Flows

Table 8 - Cash Flows is a summary of the Consolidated

Statements of Cash Flows which forms part of the

interim Consolidated Financial Statements for the three

and nine month periods ended September 30, 2006.
Operating activities, before payment of commissions,

generated 3277.3 miliion and $728.1 million during the

three and nine month periods ended September 30,

2006, as compared to $319.8 million and $722.4 million

in 2005. Cash commissions paid of $66.2 million in the

three month period decreased from $73.9 million
reflecting the decrease of consolidated mutual funds
sales over 2005 levels. Cash commissions paid of

$270.2 million in the nine month period compared to

$267.5 million in 2005 and reflects the increase in

mutual fund sales over 2005 levels.

Financing activities during the quarter ended
September 30, 2006 compared to the same peried in
2005 related primarily to:

* A net increase of $50.6 million in deposits and
certificates in 2006 compared to a net decrease of
816.1 million in 2005. The net increase in 2006
related primarily to changes in demand deposit levels
and the decrease in 2005 related primarily to changes
in term deposit levels.

* Proceeds received on the issuance of commoen
shares under the Company’s stock option program
of $4.0 million in both 2006 and 2005.
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TABLE 8: CASH FLOWS

THREE MONTHS ENDED SEPTEMBER 310

NINE MONTHS ENDED SEFTEMBER 30

(8 millions) 2006 2005 CHANGE 2006 2005 CHANGE
Operating activities

Before payment of commissions $ 277.3 $ 3198 (13.3)% $ 7281 57224 0.8%

Commissions paid 66.2) (73.9) 10.4 (270.2) (267.5) (1.0)

Ner of commissions paid 211.1 245.9 (14.2) 457.9 4549 0.7
Financing acuivities {49.2) (108.7) 54.7 (286.9) (292.8) 2.0
Investing activitics (144.1) 17.1 N/M (175.0) (60.4)  (189.7)
Increase (decrease) in cash

and cash equivalents 17.8 154.3 (88.5) “4.0) 101.7 (103.9)
Cash and cash equivalents,

beginning of period 1,046.3 812.4 8.8 1,068.1 865.0 235
Cash and cash equivalents,

end of period $ 1,064.1 $ 966.7 10.1% $ 1,064.1 § 966.7 10.1%

¢ The payment of regular common share dividends
which increased to 597.9 million in 2006 from
$85.3 million in 2005 as a result of increases in the
Company’s common share dividends.

» The purchase of 121,700 common shares in the third
quarter of 2006 under IGM Financial’s normal
course issuer bid at a cost of 85.8 million compared
with the purchase of 260,000 common shares at a
cost of $11.3 million in 2005.

Financing activities during the nine months ended
September 30, 2006 compared to the same period in
2003 related primarily to:

* A net increase of $27.1 million in deposits and
certificates in 2006 compared to a net decrease of
$25.9 million in 2005. The net increase in 2006 resulted
from the net increase in demand deposit levels offset
by decreases in term deposits. The net decrease in
2005 related primarily to decreases in term deposits.

» The repayment on maturity of the $25.0 million note
pavable to Power Financial Corporation.

»  Proceeds received on the issuance of common shares
under the Company’s stock option program of
$11.3 millien in 2006 compared with $8.3 million
in 2005.

¢ The payment of regular common share dividends
which increased to $287.2 million in 2006 from
$250.1 mullion in 2003 as a result of increases in the
Company’s commen share dividends.

The purchase of 271,700 common shares in 2006
under IGM Financial’s normal course issuer bid at a
cost of $13.2 million. In 2005, 584,700 shares were
purchased at a cost of $23.3 million.

Investing activities during the quarter ended

September 30, 2006 compared to the same period in
2005 related primarily to:

Securities purchases of $16.1 million and securities
sales with proceeds of $56.4 million in 2006 compared
with §13.4 million and $22.6 million respectively

in 2005.

Net increase in loans of $420.3 million compared 1o
$46.5 million in 2005 related primarily to residential
mortgages in the Company’s mortgage banking
operations. The net increase in loans was offset by
securitizations of $386.6 million in 2006 compared
to $56.9 million in 2005,

The acquisition of intangible assets in 2006 which
totalled $140.8 million.

Investing activities during the nine months ended

September 30, 2006 compared to the same period in
2005 related primarily 1o:

Securities purchases of $66.3 million and securities
sales with proceeds of $141.0 million in 2006 compared
with $29.2 million and $78.8 million respectively

m 2005.

Net increases in loans of $1,110.7 million compared
to $290.2 million in 2005 related primarily to
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residenual mortgages in the Company’s mortgage
banking operations. The net increase in loans was
offset by securitizations of §1,019.3 million in 2006
compared to $188.4 million in 2005.

¢ The acquisition of intangible assets in 2006 which
totalled $140.8 million.

Contractual Obligations

Changes in the contractual obligations of the Company

from those reported at December 31, 2005 relate to the

repayment at maturity of a note payable of $25.0 million
to Power Financial Corporation during the first quarter

of 2006.

Liquidity Requirements

Liquidity requirements for M.R.S. Trust Company and
Investors Group Trust Co. Lid., which engage in financial
intermediary activides, are based on investment policies
approved by the investment commirtees of their respective
Boards of Directors. As at September 30, 2006, liquidity
for both companies was in compliance with these policies.

Off-Balance Sheet Arrangements

*  Securitizations - There were no changes to the
Company’s liquidity management practices related to
securitizations during the three month period ended
September 30, 2006. During the three months ended
September 30, 2006, the Company entered into
securitizaton transactions through its mortgage
banking operation with proceeds of $386.6 million
compared with §56.9 million in 2005 as discussed
in Note 2 to the interim Consolidated Financial
Statements. Securitized loans serviced at September 30,
2006 totalled $1,356.5 millien compared with
$362.4 million in 2005. The fair value of the
Company’s retained interest was $37.2 million at
September 30, 2006 and $17.8 million in 2005.

*  Derivative Contracts - There have been no changes
in the Company's policies and procedures with
respect to the use of derivative instruments during
the quarter ended September 30, 2006. During the
third quarter of 2006, the Company inecreased the
outstanding notional amount of interest rate swaps

by $476.4 million to $1,845.2 million. However the

exposure to credit risk, which is limired to the current
fair value of those instruments which are in a gain
position, remained relatively unchanged. The
Company utilizes interest rate swaps in order to
reduce the impact of fluctuating interest rates on its
mortgage banking operations as outlined in Notes 1
and 15 of the Consolidated Financial Statements in
the 2005 IGM Financial Inc. Annual Report.

CAPITAL RESOURCES

Sharcholders’ equity increased to $3.72 billion as ar
September 30, 2006 from $3.45 billion at December 31,
2005. Changes in common share capital are reflected

in Note 3 to the interim Consolidated Financal
Statements. Long-term debt declined by $23.0 million
to 51.20 billion as a result of the repayment of the note
pavable to Power Financial Corporation. Preferred
shares of $360 million remained at year end 2003 levels.

To achieve its strategic objectives, the Company
requires a strong capital base. The Company’s capital
management objective is to preserve the quality of its
financial position by establishing and maintaining a solid
capital base and a strong balance sheet.

In the first quarter of 2006, the Dominion Bond
Rating Service (DBRS) reviewed their ratings of IGM
Financial’s senior debt and liabilities. The rating on the
Company’s senior debt and liabilities was upgraded to
“A (high)” with a stable outlook by DBRS, reflecting
the continuing quality of the Company’s balance sheet
and the strength of its operations. The S&P radng is
currently “A” with a stable outlock.

FINANCIAL INSTRUMENTS
AND OTHER INSTRUMENTS

Changes in both the carrying values and fair values of
financial instruments did not have a significant tinpact
on the financial condition of the Company for the
quartet ended September 30, 2006. In addition, there
were no significant changes in the risks related to these
financial instruments and in the policies and procedures
designed to manage these risks during the period.
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TABLE 9: FINANCIAL INSTRUMENTS - CARRYING VALUE

SEPTEMBER 30 DECEMBER 31

(8 millions) 2006 2003
Assets

Cash and cash equivalents 5 1,064.1 $ 1,068.1

Securites 151.9 178.0

Loans 608.6 513.0

Accourt and other receivables 204.9 161.2

$ 2,029.5 $ 1,9203

Liabilities
Deposits and certificares

$ 7199 $ 692.8

Other financial liabilities 502.5 480.9
Long-term debrt 1,200.0 1,225.0
Preferred shares 360.0 360.0

$ 2,782.4 $ 2,758.7

Outlook

MUTUAL FUND INDUSTRY ASSETS

At September 30, 2006, murual fund industry assets in
Canada were $610.0 billion, an increase of 3.6% relative
to June 30, 2006 and an increase of 7.0% relative to
December 31, 2005. The $21.0 billion increase in
industry assets since June 30, 2006 reflected net sales of
$2.7 billion and an estimated 518.3 billion in investment
returns during the quarter. The $40.0 billion increase in
industry assets since December 31, 2005 reflected net
sales of $14.1 billion, an estimated $24.6 billion in
investment returns and $1.3 billion in mutual fund
assets not previously reported through IFIC.

OTHER RISK FACTORS

Contingencies

Investors Group and Mackenzie are subject to legal
actions, including class actions, arising in the normal
course of their business. Three class actions related o
alleged market timing trading activity in mutual funds of
the companics have been commenced. Investors Group
entered into settlement agreements in 2004 with a
number of its securides regulators in respect of such
market timing trading activity. Although it is difficult o
predict the outcome of such legal actions, based on
current knowledge and consultation with legal counsel,

management does not expect the cutcome of any of
these matters, individually or in aggregate, to have a
material adverse effect on the Company’s consolidated
financial posidon.

Market Risk

Risks related to performance of the equity markets and
changes in interest rates can have a significant impact on
the level and mix of mutual fund assers under
management and sales. In addition, these factors can
result in increased redemptions of mutual funds.

REDEMPTION RATES
Redemption rates for long-term funds are summarized
in Table 10.

IGM Financial provides Consultants and independent
financial advisors with a high level of service and support
and a broad range of investment products — based on
asset classes, countries or regions, and investment
management styles. These are key advantages in
maintaining strong chient relationships.

The mutual fund industry and financial advisors are
committed to educating Canadian investors on the
merits of financial planning, diversificadon and long-
term investing. In periods of volatility our Consultants
and independent financial advisors play a key role
assisting investors to maintain perspective and focus on
their long-term objectives.
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TABLE 10: TWELVE MONTH TRAILING REDEMPTION RATE FOR LONG-TERM FUNDS

As ac Seprember 30 2006 2005
IGM Financial Inc.
Investors Group 8.1% 9.1%
Mackenzie 15.1% 15.1%
Counsel Group of Funds 9.5% 10.3%
Mutual Fund Industry, excluding IGM Financial Inc."" 15.6% 17.0%

W Excfuder Imvestors Group. Mackensie and Counsel Group of Funds.

Distribution Risk *  Mackenzie - Mackenzie derives substantially all of its

* Investors Group Consultant Nerwork — Investors Group murual fund sales through independent financial
derives all of its mutual fund sales through its advisors. Mackenzie's ability to market its products is
Consultant network. Investors Group Consultants highly dependent on access to various distribution
have regular direct contact with clients which can channels. These intermediaries generally offer their
lead to a strong and personal client relationship clients investment products in addition to, and in
based on the client’s confidence in that individual competition with Mackenzie. The inability to have
Consultant. The market for financial advisors is such access could have a material adverse effect on
extremely competitive. The loss of a significant Mackenzie’s operating results and business prospects.
number of key Consultants could lead to the loss However, Mackenzie’ diverse portfolio of financial
of client accounts which could have an adverse products and its long-term investment performance
effect on Investors Group’s results of operations and record, marketing, educational and service support
business prospects. Investors Group is focused on has made Mackenzie one of Canada’s leading
growing its distribution network of Consultants as companies serving independent financial advisors.

previously discussed in the Investors Group Review
of the Business.

Accounting Estimates and Policies

CHANGES IN ACCOUNTING POLICIES SUMMARY OF CRITICAL
ACCOUNTING ESTIMATES

There were no changes in accounting policies from

those reported at December 31, 2005, There were no changes to the Company’s critical
accountng cstimates from those reported at
December 31, 2003.
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IGM FINANCIAL INC,

Other Information

RELATED PARTY TRANSACTIONS

There were no changes to the types of related party
transactions from those reported at December 31, 2005,
For further information on transactions involving
retated parties, see Notes 5 and 19 of the Consolidated
Financial Swmtements in the 2005 IGM Financial Inc.
Annual Report.

OUTSTANDING SHARE DATA

Outstanding shares of the Company as at September 30,
2006 of 264,783,231 are disclosed in Note 3 — Share
Capital in the notes to the interim Consolidated
Financial Statements. Qutstanding shares of the
Company as at November 1, 2006 totalled 264,785,931.

IGM FINANCIAL INC. THIRD QUARTER REPORT 106 / MANAGEMENT'S DISCUSSION AND ANALYSIS

SEDAR

Addidonal information relating to IGM Financial Inc.,
including the Company’s most recent financial
statements and Annual Infermation Form, is available
at www.sedar.com.

PGCWER CORPORATION OF CANADA — THIRD QUARTER REFPORT 2006

D 20




24

terim Consolidated Financial Statements

1IGM FINANCIAL INC. THIRD QUARTER REFORT 2006 / INTERIM CONSOLIDATED FINANCIAL STATEMENTS

FPOWER CORPORATION OF CANADA — THIRD QUARTER REPORT 1006

D 21

SN TYIONYNIE WO




JIGM FINANCIAL INC,
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Consolidated Statements of Income

THREE MONTHS ENDED

NINE MONTHS ENDED

(unaudited) SEPTEMBER 30 SEPTEMBER 3IC
(i thewsands of dollary, except shares and per share amounisy 2006 2005 2006 1005
Fee and nct investment income

Management § 456,481 S 420,516 $ 1,364,695 $1,217.628

Administration 77,097 74,481 233,659 229,362

Distribution 54,154 33,406 165,762 156,498

Net investmenr income and other 55,370 38,594 161,920 135,767
Total fee and net investment incorne 643,102 586,997 1,926,036 1,739,255
Operating cxpenses

Comimission expense 205,198 183,491 613,811 536,972

Non-commission expense 134,491 135,611 425,426 414,124

Interest expense 22,221 22,746 66,198 67,676
Total operating expenses 361,910 341,848 1,105,435 1,018,772
Income before income taxes and non-contrelling interest 281,192 245,149 820,601 720,483
Income taxes 89,507 68,365 242,105 214,033
Income before non-controlling interest 191,685 176,784 578,496 506,450
Non-controlling interest 252 229 1,398 1,269
Net income $ 191,433 S 176,555 § 577,098 S 505,18]
Average number of common shares (in thowands) (Nore 6)

~ Basic 264,769 264,581 264,697 264,595

- Diluted 267,466 266,813 267,390 266,586
Earnings per share (in datlzry) (Note 6)

- Basic $ 0.72 % 0.67 8§ 218 § 1.91

- Diluted $ 0.72 § 0.66 $ 2.16 S 1.90

(See accompanying noter to interim consolidated financial natements.)

Consolidated Statements of Retained Earnings

{unandited) NINE MONTHS ENDED SEPTEMBER 30
{fn thausands of dallary) 2006 2005
Balance, beginning of period $ 1,954,391 S 1.668.006
Net income 577,098 505,181
Common dividends (301,194) (261,941)
Comnon share cancellation excess (Vo 3) (11,687) (20,067)
Other (6,019) (6,999)

Balance, ¢nd of period

$2,212,589 $1.884,180

(See accompanying nates to imterimn consolidared financial statements.)
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Consolidated Balance Sheets

(unaudited) SEPTEMBER 3¢  DECEMEER 31
(in thousands of doflars) 2006 2005
Assets
Cash and cash equivalents $ 1,064,140 51,068,061
Securities 151,923 178,011
Loans 608,600 512,989
Investment in affiliate 536,203 509,721
Deferred selling commissions 977,818 927,958
Other assets 369,744 336,473
Intangible assets 1,040,846 900,180
Goodwill 2,373,602 2,373,483
$ 7,122,876 56,806,876
Liabilities
Deposits and certificates $ 719913 § 692,770
Other liabilities 674,899 634,256
Future income taxes 449,671 49,717
Long-term debt 1,200,000 1,225,010
Preferred shares (Vore 3 360,000 360,000
3,404,483 3,361,753
Sharcholders’ Equity
Share capital Naee 3) 1,492,015 1,481,519
Contributed surplus 13,789 9,213
Retained earnings 2,212,589 1,954,391
3,718,393 3,445,123
$ 7,122,876 56,806,876

1 financial 3]

{See accompanying notes ro interim ¢
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Consolidated Statements of Cash Flows

THREE MONTHS ENDED NINE MONTHS ENDED
(unandited) SEPTEMBER 30 SEPTEMBER 3¢
(in thousands nf dollars) 2006 2008 2006 200§
Operating activities
Net income $ 191,433 § 176,355 $ 577,098 § 505,181
Adjustments to determine net cash from operaring activities
Future income taxes (1,123) (17,851) 617 17,433
Commission amortization 73,607 66,684 220,299 194,262
Amortization of capiral and intangible assets 5,187 5,676 15,917 17,076
Changes in operating assets and liabilities and other 8,168 88,740 (85,833) (11,514
277,272 319,804 728,098 722,438
Commissions paid (66,211) (73,880} (270,159) (267,476)
211,061 245924 457,939 454,962
Financing activities
Net increase (decrease) in deposits and certificates 50,567 (16,094) 27,143 (25,839)
Repayment of long-term debt - - (25,010) (1,785)
Issue of common shares 4,009 3,981 11,338 8,280
Common dividends paid (97,945) (85,298)  (287,175)  (250,056)
Common shares purchased for cancellation (5,762) (11,294) (13,216) (23,335

(49,131) (108,705) (286,920) (292,755}

Investing activities

Purchase of securities (16,139 {13,381) (66,286) (29,214)
Proceeds from the sale of securities 56,393 22,625 141,020 78,833
Net increase in loans (420,304) {46,538) (1,110,722) (290,180)
Proceeds from securitizations (Note 2) 386,600 56,892 1,019,290 188,381
Additions to capital assets (9,772) (2,303) (16,367) {7,473)
Acquisition of intangible assets Nate 8) (140,817) - (140,817) -
Other (61 (156) (1,058) (797)
{144,100) 17,139 (174,940) (60,450)
| Increase (decrease) in cash and cash equivalents 17,830 154,358 (3,921) 101,757
Cash and cash equivalents, beginning of period 1,046,310 812,389 1,068,061 864,990
Cash and cash equivalents, end of period $ 1,064,140 § 966,747 $ 1,064,140 S 966,747
o Cash $ 164,237 & 112,628 § 164,237 § 112,628
z Cash equivalents 899,903 854,119 899,903 854,119
é $ 1,064,140 5 966,747 $ 1,064,140 § 966,747
z
z Supplemental disclosure of cash flow information
g' Amount of interest paid during the period $ 20,744 § 20927 § 84,324 & 84524
) Amount of income taxes paid during the period $ 53,150 § 27,592 § 224612 S 174,800
(See accomparnying nates to interiot congolidated finanzial statements.}
,,,,,,,,, J
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Notes to the Interim Consolidated Financial Statements

SEFTEMBER 30, 2008 (mandited) (In thousands of doflars, except shares and per share amsunzs)

1. SIGNIFICANT ACCOUNTING POLICIES

The interim unaudited Consolidated Financial Statements have been prepared in accordance with Canadian generaliy
accepted accounting principles, using the same accounting policies as set our in Note | to the Consolidated Financial
Statements for the year ended December 31, 2005. These interim unaudited Consolidated Financial Statements
should be read in conjunction with the Consolidated Financial Statements and Notes thereto in the Company’s
Annual Report dated December 31, 2005.

Certain comparative figures have been reclassified to conform with the current year’s financial statement presentation.

2. SECURITIZATIONS

During the third quarter, the Company securitized $390.0 million (2005 - $57.2 million) of residential mortgages
through sales to commercial paper conduits that in turn issued securities to investors and received net cash proceeds
of $386.6 million {2005 - §36.9 million). The Company’s retained interest in the securitized loans was valued at

$9.9 million (2005 - §2.0 million). A pre-tax gain on sale of $3.6 million (2005 - gain of §1.2 million) was recognized
and reported in Net investment income and other in the Consolidared Statements of Income.

During the nine months ended September 30, 2006, the Company securidzed $1,025.8 million (2005 — 5189.3 million)
of residential mortgages through sales to commercial paper conduits that in tarn issued securities to investors and
received net cash proceeds of $1,019.3 million (2005 - $188.4 million). The Company’s retained interest in the
securitized loans was valued at 817.4 million (2005 - $6.1 miilion). A pre-tax gain on sale of $1.2 million (2005 -
33.5 million) was recognized and reported in Net investment income and other in the Consolidated Statements
of Income.

3. SHARE CAPITAL

Issued and outstanding

SEPTEMBER 30, 2006 DECEMBER 31, 2005

STATED STATED

SHARES VALUE SHARES VALUE

First preferred shares, Series A 14,400,000 $ 360,000 14,400,000 § 360,000

Common shares

Balance, beginning of period 264,539,213 $1,481,519 264,598,380 51,475,403
Issued under Stock Option Plan 515,718 12,025 525,533 9.382
Purchased for cancellation (271,700) (1,529) (584,700) (3,268)
Balance, end of period 264,783,231 $1,492,015 264,539,213  $1,481,519

Normal course issuer bid

The Company commenced a normal course issuer bid, effective for one year, on March 22, 2006, Under this bid, the
Company may purchase up to 13.2 million or 5% of its common shares outstanding as at March 14, 2006. In the
third quarter of 2006, 121,700 shares were purchased at a cost of $5.8 million and, during the nine months ended
September 30, 2006, 271,700 shares were purchased at a cost of $13.2 million. The premium paid to purchase the
shares in excess of the stated value was charged to Retained earnings.

On February 23, 2005, the Company commenced a normal course issuer bid, effective for one year, authorizing it
to purchase up to 13.2 million or 5% of its common shares outstanding as at February 18, 2005, In the third quarter
of 2005, 260,000 shares were purchased at a cost of $11.3 million and, during the nine months ended September 30,
2005, 584,700 shares were purchased at a cost of $23.3 million. The premium paid to purchase the shares in excess of
the stated value was charged to Retained earnings.
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IGM FINANCIAL INC.

4. STOCK-BASED COMPENSATION

SEPTEMBER 30 DECEMBER 11

2006 2005

Common share options
- Outstanding 8,610,409 8,451,760
~ Exercisable 4,736,596 3,834,090

In the third quarter of 2006, the Company did not issue options to emplovees (2005 — nil). In the nine months ended
September 30, 2006, the Company issued 810,400 options to emplovees (2005 — 1,920,800). A peortion of the options
granted to emplovees are subject to performance targets. The weighted-average fair value of options granted during
the nine months ended September 30, 2006 has been estimated at $8.68 per option (2005 — $7.76) using the Black-
Scholes option pricing model, based on the following assumptions: (i) risk-free interest rate of 4.11% (2005 -
4.04%), (ii) expected option life of six years (2005 - six years), (iii) expected voladlity of 21.00% (2005 - 25.00%) and

(iv) expected dividend vield of 3.17% (2005 - 3.42%).

The Company recorded compensation expense related to its stock opdon program of $1.6 million (2005 -

$1.6 million) in the third quarter and $4.7 million (2005 - $3.6 million) for the nine months ended September 30, 2006.

5. EMPLOYEE FUTURE BENEFITS

The Company recorded pension and other post-retirement benefits expense as follows:

THREE MONTHS ENDED
SEPTEMBER 30

NINE MONTHS ENDED
SEFTEMBER 30

2006 200§ 2006 2005
Pension expense 769 § 203 2,306 3§ 611
Other post-retirement benefits expense 725 973 2,175 2,917

Toral

1,494 § 1,176

4481 § 3,528

6. EARNINGS PER COMMON SHARE

THREE MONTHS ENDED
SEFTEMBER 10
2006 2005

NINE MONTHS ENDED
SEPTEMBER 30
2006 200§

Earnings
Net income

191,433 8 176,555

577,098 5 505,181

Number of common shares (n rhousands

Average number of common shares outstanding 264,769 264,581 264,697 264,593
Add:

- Potential exercise of outstanding stock options 2,697 2,232 2,693 1,991
Average number of common shares outstanding

- Diluted basis 267,466 266,813 267,390 266,586

Earnings per common share ¢n dollars)
Basic
Diluted

072 § .67
072 § 0.06

2,18 S 1.91
2.16 S 1.90

In certain circumstances, the preferred shares are convertible into common shares. These conversions are not included
in the calculation of diluted earnings per share as the Company has the option to settle in cash instcad of shares.
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7. SEGMENTED INFORMATION

Three months ended September 30 INVESTORS CORPORATE
2006 GROUP MACKENZIE AND OTHER TOTAL

Fee and net investment income

Management § 260,868 $ 185424 § 10,189 $§ 456,481
Admuinistration 45319 31,552 226 77,097
Distriburion 28,495 7,228 18,431 54,154
Net investment income and other 38,119 6,476 10,775 55,370
372,801 230,680 39,621 643,102
Operating expenses
Commissions 97,589 90,116 17,493 205,198
Neon-commission 64,186 62,126 8,179 134,491
161,775 152,242 25,672 339,689
Earnings before undernoted $ 211,026 $ 78438 $ 13,949 303,413
Interest expense 22,221
Income before income taxes and non-controlling interest 281,192
Income taxes 89,507
Income before non-controlling interest 191,685
Non-controlling interest 252
Net income $ 191,433
Three months ended September 30 INVESTORS CORPORATE
2005 GROUP MACKENZIE AND OTHER TOTAL

Fee and net investment income

Management $ 237,805 § 174267 § 3,444 5 420,516
Administration 40,380 33,729 372 74,481
Distriburion 30,388 8,284 14,734 33,406
Ner investment income and other 28,283 4,935 5,376 38,594
336,856 221,215 28,926 386,997

Operating expenses
Commissions 83,768 85,804 13,919 183,491
Non-commission 64,859 63,162 7,590 135,611
148,627 148,966 21,509 319,102
Earnings before undernoted $ 188,229 § 72,249 § 7,417 267,895
Interest expense 12,746
Income before income taxes and non-controlling interest 245,149
Income taxes 68,365
Income before non-centrolling interest 176,784
Non-controlling interest 229
Net income $ 176,535
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7. SEGMENTED INFORMATYION (continued)

Nine months ended September 30 INVESTORS CORPORATE
2006 GROUP MACKENZIF, AND OTHER TOTAL
Fec and net investment income
Management $ 770,283 $ 564,895 § 29,517 $1,364,695
Administration 135,441 97,774 444 233,659
Distreibution 86,220 25,022 54,520 165,762
Net investment income and other 112,999 20,336 28,585 161,920
1,104,943 708,027 113,066 1,926,036
Operating expenses
Commissions 287,269 274,887 51,655 613,811
Non-commission 204,903 196,461 24,062 425,426
492,172 471,348 75,717 1,039,237
Earnings before undernoted $ 612,771 § 236,679 $ 37,349 886,799
Interest expense 66,198
Income before income taxes and non-controlling interest 820,601
Income taxes 242,105
Income before non-cantrolling interest 578,496
Non-controlling interest 1,398
Net income $ 577,098
Identifiable assets $1,552,974 852,365,891 § 830,409 $§4,749,274
Goodwill 1,347,781 943,550 82,271 2,373,602
Total assets $2,900,755 $3,309441 $ 912,680 §7,122,876
Nine months ended September 30 INVESTORS CORPORATE
1005 GROUP MACKENZIE AND OTHER TOTAL
Fee and net investment income
Management S 679,501 5 514430 § 23,697 $1,217,628
Administration 124,520 102,661 2,181 229,362
Distribution 80,788 26,237 49,473 156,498
Ner investment income and other 101,662 13,559 20,546 135,767
986,471 636,887 95,807 1,739,255
Operating cxpenses
Comunissions 238,876 252,325 45,571 336,972
Non-commission 198,971 192,060 23,093 414,124
437,847 444,585 68,664 951,096
Earnings before undernoted $ 548,624 S 212,302 § 27,233 788,159
[nterest expense 67,676
Income before income taxes and non-controlling interest 720,483
Income taxes 214,033
Income before non-controlling interest 506,450
Non-controlling interest 1,269
Net income § 505,181
[dentifiable assers $1.459,537  $2,172,763 § 700,001 $4.332,301
Goodwill 1,347,781 943,550 81,779 2,373,110
Toral assets $2,807,318 S§3,116313 § 781,780 $6,705411
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8. ACQUISITION OF INTANGIBLE ASSETS

In the third quarter of 2006, Mackenzie Financial Corporation (“Mackenzie™), a subsidiary of IGM Financial Inc.,
acquired the assets of Cundill Investment Research Lid. and related entities (“Cundill Group”) for cash consideration,
including transaction and other related costs. There is contingent consideration due if certain future revenue and
assets under management targets are met. The preliminary purchase price has been allocated to intangible assets and
will be completed as soon as Mackenzie has gathered all the significant information considered necessary in order to
finalize this allocation.
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PARGESA HOLDING S.A.

HIGHLIGHTS
During the third quarter of 2006, Imerys continued its growth on contrasted markets and began to implement the reorganisation of its kaolin
production units.
Starting in the third quarter of 2006, Bertelsmann no longer contributes to Pargesa’s earnings as a result of the sale by GBL of its interest in
that company. GBL managed the related cash proceeds received early in July. in particular increasing its investment in Lafarge.

The disposal of Orior Food SA. announced on August 31 by Orior Holding SA, a subsdiary of Pargesa, was completed on October 10 and. as
aiready indicated, will not have any significant impact on the results of the Pargesa Group.

ECONOMIC PRESENTATION OF PARGESA RESULTS

As a supplement to the accounts drawn up using the format recommended by IFRS (see further in this section). Pargesa is continuing to
publish an unaudited economic presentation of its results in order to provide homogeneous and continuous information over the long term
about the contribution of each of its major shareholdings to its results,

The ecanomic presentation shows the operating contribution of the main shareholdings to the consolidated income of Pargesa together with
the income from the operations of the holding companies (Pargesa and GBL). The analysis also draws a distinction between the operat-
ing and non-operating items in the results, the non-operating part being composed of capital gains in connection with disposals and any
restructuring costs and impairment.

According to this approach. the economic results for the third quarter of 2006 can be analysed as follows:

THIRD THIRD NINE
[in millicns of Swiss francs] QUARTER QUARTER MONTHS
[unaudited] 2006 2009 2006
Operating contribution of the main shareholdings
Consolidated [Imerys] or equity-accounted [Bertelsmann]:
Imerys
Share of operating income 47.0 43.1 141.2
Bertelsmann
Share of operating income - 25.8 493
Preferential dividend - - 37.6
Net operating contribution - 258 $6.9
Non-consolidated:
Total net dividend - - 54.4
Suez net dividend - - 61.1
Lafarge net dividend - - 30.4
Operating contribution of the main shareholdings 47.0 68.9 374.0
per share [SF] 0.55 0.82 4.42
Operating contribution of other shareholdings 2.3 2.7 17.1
Operating income contributed by holding companies 7.4 (2.3} 11.3
Operating income 56.7 69.3 402.4
per share [SF] 0.67 0.82 4.76
Non-operating income from consolidated
or equity-accounted companies (7.9) 19.1 {69.3)
Non-operating income contributed by holding companies 6.3 0.2 1,831.9
Net income 55.1 88.6 2,165.0
per share [SF] 0.64 105 25.59
Average number of shares in circulation [thousands] 84,600 84,129 84,600
Average €/SF exchange rate 1.566 1.549 1.566
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CONSOLIDATED HOLDINGS
During the first nine months of 2006, Imerys experienced contrasted markets and recorded a strong increase of its variable costs, mainly
energy. The efforts made in terms of product offering and cost control, together with a good integration of the 2005 acquisitions, enabled the
net operating income to grow by 7.6% to €225 million. Pargesa’s share of Imerys operating incotne. expressed in Swiss francs, increased by
8.9% to SF141.2 million.

The investment in Bertelsmann no longer contributes to the results as of July 1, 2006. Comparing the contribution of this investment to
Pargesa’s results from one financial year to the next is thus no longer relevant.

NON-CONSOLIDATED HOLDINGS
The contributions frem Total, Suez and Lafarge correspond to Pargesa’s share of the net dividends received by GBL from these companies.
In the second quarter of 2006, Suez and Lafarge distributed their annual dividends for 2005.
Total paid the balance of the 2005 dividend in the second quarter of 2006, and under its distribution policy, will pay in the fourth quarter of
2006 an interim dividend for 2006.
OPERATING INCOME CONTRIBUTED BY HOLDING COMPANIES, which is the net sum of financial income and expenses, of overheads
and taxes, stands at SF11.3 million, compared with SF(4.8) million at September 30, 2005. As of 2006, this item includes income from non-
consolidated private equity investments. During the third quarter of 2006, it also benefited from the income on the cash proceeds resulting
from the disposal of Bertelsmann.
NON-OPERATING INCOME > The non-operating income from consolidated or equity-accounted companies amounting to SF(69.3) millien
at September 30, 2006 essentially consists of Pargesa’s share of the non-operating income of Imerys. resulting from the recognition of costs
associated with the restructuring of the kaolin production units undertaken by this group.

The non-operating income contributed by holding companies is SF1,831.9 million, and essentially represents the capital gain recorded on the
disposal of the Group's stake in Bertelsmann.

CONSOLIDATED RESULTS FOR THE THIRD QUARTER OF 2006 [UNAUDITED]

PRESENTATION OF RESULTS IN ACCORDANCE WITH IFRS STANDARDS
The simplified presentation of the income statement in accordance with IFRS standards is as follows:

THIRD THIRD NINE NINE
QUARTER QUARTER MONTHS MONTHS
{in millions ¢f Swiss francs] 2006 2005 2006 2005
Operating income 1,329.1 1.206.1 3,979.0 3.585.6
Operating expenses (1,178.6) (1.062.6} (3,707.9) (3.217.6}
Other income and expenses (9.6) (1.4} 8.3 143.9
Operating profit 140.9 142.1 279.4 5119
Dividends and interest from long-term investments 2.1 6.7 298.9 178.7
Financial income [expenses] 14.8 (18.0) (7.0) (31.7)
Taxes (35.6) (32.5) (52.1) {102.1)
Income from associates 3.6 08 244 2.2
Net profit from continuing operations 125.8 99.1 543.6 559.0
Net profit from discontinued operations 12.7 100.3 3,865.1 2524
Consclidated net profit [including non-controlling interests} 138.5 199.4 4,408.7 8114
Non-controlling interests (83.4) (110.8) (2,243.7) {445.4)
Consolidated net profit [Group share] 55.1 88.6 2.165.0 366.0
Earnings per share [SF] 0.64 105 25.59 435
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Operating income and expenses are principaily turnover and operating expenses of Imerys, whose accounts are 100% integrated into those
of Pargesa.

Other income and expenses are net capital gains and losses and impairment on Group shareholdings and operations.

The dividends and interest from long-term investments item mainly concerns, depending on the period, net dividends received from the
investments in Total and Suez and, for the first time in 2006, Lafarge.

‘The financial income (expenses) and taxes items consolidate the figures for Pargesa, GBL and Imerys.

The income from associates item concerns the share in the consolidated net profit contributed by shareholdings accounted for in the Pargesa
accounts using the equity method.

At September 30, 2006, the net profit from discontinued operations item mainly concerns the capital gain, including non-controlling interests,
recorded on the disposal of the 25.1% stake in Bertelsmann. It also includes first half results for the discontinued operations, i.e., Bertelsmann
and Orior Food.

Non-contrelling interests essentially concerns the share of income due to the minority shareholders of GBL and Imerys. these two companies
being 100% integrated into the Group's accounts.
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POWER CORPORATION OF CANADA

STOCK LISTINGS

Shares of Power Corporation of Canada are listed on the

Toronto Stock Exchange, under the following listings:

Subordinate Voting Shares: POW
Participating Preferred Shares: POW PR E
First Preferred Shares 1986 Series: POW.PR.F
First Preferred Shares, Series A: POW.PR.A
First Preferred Shares, Series B: POW.PR 8
First Preferred Shares, Series C: POW PR.C
First Preferred Shares, Series D: POW.PR.D

Sharehelders with questions relating to the payment
of dividends, change of address and share certificates should

contact the Transfer Agent.

TRANSFER AGENT AND REGISTRAR

Computershare (nvestor Services Inc.
1-800-564-6253 (toli-free in Canada and the U.S.)
or 514-382-7555

1500 University Street, Suite 700, Montréal, Québec, Canada H3A 358
100 University Avenue, 9th Floor, Toronte, Ontario, Canada M5J 2¥1
830-201 Portage Avenue, Winnipeg, Manitoba, Canada R3B 3K6
510 Burrard Street, Vancouver, British Columbia, Canada v6C 3B9

Caring Cempany
Une entreprise
généreuse

Imagine

Power Corporation has been designated “A Caring Company”
by imagine, a national program te promote rorpeorate and public
giving, velunteering and support in the community.
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